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INTRODUCTION  FROM  THE  TREASURER  ■^'^ 


In  my  first  six  months  as  Treasurer, 
we  have  seen  a  steady  improve- 
ment in  our  state's  finances.  For 
example,  last  year  on  June  30,  1990, 
the  state  ended  the  fiscal  year  with  a 
more  than  $1  billion  cash  shortfall. 
Because  of  that  lack  of  cash,  the  state 
postponed  much  needed  local  aid 
payments  to  cities  and  towns.  This 
June  30th,  however,  we  had  a  posi- 
tive ending  cash  balance  of  nearly 
$200  million.  For  the  first  time  in 
three  years,  we  made  the  full  billion 
dollar  local  aid  payment  on  time.  In 
addition,  we  met  all  our  other  legal 
obligations,  including  the  repay- 
ment of  our  short-term  debt.  These 
are  significant  and  productive  signs 
of  the  improvement. 
There  are  other  positive  signs  as 
well.  Traditionally,  for  example,  the 
state  has  not  met  the  June  30th 


deadline  to  enact  the  budget  for  the 
upcoming  fiscal  year.  This  year,  for 
the  first  time  in  fourteen  years,  the 
Legislature  had  a  budget  on  the 
Governor's  desk  prior  to  that  dead- 
line. More  importantly,  it  was  a 
budget  that  upheld  Governor 
Weld's  promise  not  to  raise  taxes. 
Despite  that  good  news,  uncertain- 
ties remain.  The  budget  for  the  next 
fiscal  year  is  based  on  numerous 
assumptions  about  both  spending 
and  revenues.  On  the  spending 
side  it  makes  large  cuts  in  programs, 
such  as  Medicaid,  that  in  the  past 
have  been  very  difficult  to  control. 
The  state's  revenue  from  taxes,  on 
the  other  hand,  is  difficult  to  esti- 
mate because  collections  depend 
on  our  uncertain  economy.  Thus, 
the  success  of  the  budget  will  de- 
pend on  future  events. 


Make  no  doubt  about  it,  however. 
We  have  ended  a  bleak  financial 
chapter  in  our  state's  history.  The 
bipartisan  effort  of  the  state's  execu- 
tive and  legislative  leadership  to 
restore  public  and  business  confi- 
dence is  a  crucial  step  in  the  right 
direction. 

This  is  the  first  edition  of  the  Treasur- 
er's Fiscal  Update.  It  will  be  a 
quarterly  newsletter  about  the 
state's  financial  condition,  and  the 
operation  of  the  State  Treasury. 

One  of  our  goals  is  "to  open  the 
books"  of  state  government  regard- 
ing topics  of  general  interest.  Your 
thoughts  and  suggestions  will  be 
greatly  appreciated  as  we  try  to 
make  this  quarterly  effort  both  infor- 
mative and  interesting. 


For  the  fiscal  year  that  ended  on  June  30,  1991,  the  state  received 
about  $8.99  billion  in  revenue  from  taxes.  That  figure  represents  an 
increase  of  5.5%  from  the  previous  fiscal  year. 

For  fiscal  1992,  which  began  on  July  1  this  year,  the  state  has  projected 
$8.3  billion  in  tax  revenues.  This  projection  was  agreed  upon  by  the 
Governor  and  the  legislative  leadership  after  consultation  with  a 
variety  of  experts. 

The  leadership  believes  that  the  1992  estimate  is  a  responsibly 
conservative  one.  Others,  however,  argue  that  it  is  overly  cautious.  In 
the  face  of  our  state's  track  record  over  the  past  three  years  of 
accumulating  huge  budget  deficits  and  grossly  overestimating  tax 
revenues  to  justify  continued  and  increased  spending,  caution  is 
warranted  to  help  restore  our  fiscal  credibility. 
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1990  1991  1992 

State  Spending  by  Fiscal  Year 

SPENDING  TRENDS 

On  July  10th,  the  Governor  signed  into  law  the  budget  for  fiscal  year 
1992.  The  $13.18  billion  in  spending  is  $627  million  (or  4.5%)  less  than 
was  spent  in  the  prior  year. 

The  cut  in  spending  is  a  clear  reversal  of  the  trend  in  recent  years.  It 
reflects  the  realization  of  the  state's  leaders  that  business  as  usual  is 
unacceptable  to  investors  who  buy  Massachusetts'  bonds  and  to  our 
citizens  who  must  bear  the  costs  of  our  government. 

It  was  the  first  time  in  four  years  that  a  budget  has  been  balanced 
without  either  new  taxes  or  deficit  borroN^nng. 
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RESTORING  FISCAL  DISCIPLINE 


An  Update  on  Our  State  Budget 


Roots  of  the  Massachusetts  Fiscal  Crisis 

For  many  years,  a  robust  economy 
in  Massachusetts  allowed  our  state 
government  to  tax  and  spend  at 
levels  beyond  our  ability  to  pay. 
From  1987  to  1991,  the  state  budget 
grew  almost  $2.5  billion  (or  20%),  at 
a  time  when  our  economy  soured 
and  many  citizens  and  businesses 
faced  difficulty  paying  their  bills. 
[During  that  period,  spending  by 


state  government  grew  most  dra- 
matically in  five  "budget  buster" 
areas: 

Oj"  Welfare  spending  rose  $333  mil- 
lion. 

[ET  MBTA  and  other  transit  subsidies 
grew  $165  million,  as  state  tax- 
payers bore  an  increasing  share 
of  system  deficits. 


[CT  Principal  and  interest  payments 
on  state  bonds  soared  by  $390 
million  to  nearly  $1  billion  annu- 
ally. 

(CF  Medicaid  spending  increased 
$1,282  billion. 

[LIT  State  employees'  health  insur- 
ance costs  rose  $221  million. 
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Bir  The  total  state  government 
spending  levels  grew  to  over 
$2,600  per  Massachusetts  resi- 
dent, compared  to  levels  of 
$1,400  to  $1,600  per  capita  in 
many  other  large  states  around 
the  country. 


[P^  Even  three  consecutive  years  of 
raising  taxes  could  not  keep  pace 
with  government  spending,  as 
the  state  experienced  over  $2  bil- 
lion of  operating  deficits  from 
1989  to  1991. 


Clearly,  as  these  statistics  show,  our 
state  government  had  been  spend- 
ing at  levels  beyond  our  ability  to 
pay  and  far  out  of  line  with  other 
states. 
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TREASURY  DEPARTMENT  UPDATE 

After  a  little  more  than  six  months  of  a  new  treasury  department  administration,  the  office  is  in  the  process  of  fully 
adjusting  to  the  major  restructuring  and  25%  staff  reduction  that  took  place  in  January.  Many  changes  have  taken 
place  and  the  Treasurer's  office  is  more  efficient  and  effective  as  a  result.  We  continue  to  monitor  and  analyze  all  of 
our  operations,  facilities  and  equipment  to  insure  that  they  are  as  cost-effective  as  practical. 

On  a  divisional  and  functional  basis,  some  of  the  recent  highlights  are  as  foUows: 


Cash  Management  Division  (oversees 
the  receipt,  disbursement,  reconciliation 
and  short-term  investment  of  state 
funds) 

•  Emphasized  evaluation  of  the 
placement  of  state  funds  in  banks  and 
short-term  investments  to  ensure  the 
maximum  reasonable  level  of  safety. 

•  Improved  monitoring  of  cash  flow 
and  projecting  cash  needs. 

•  Increased  participation  in  the  direct 
deposit  program  for  state  payroll  and 
retirement  payments. 


Debt  Management  Division  (adminis- 
ters the  issuance  and  servicing  of  state 
bonds  and  notes) 

•  Supervised  the  issuance  of  over  $567 
million  in  general  obligation  bonds 
to  fund  numerous  capital  and 
construction  projects. 

•  Initiated  steps  to  provide  more  bonds 
to  Massachusetts  residents. 

•  Supervised  the  issuance  of  $120 
million  in  general  obligation  notes  to 
finance  payments  due  to  the  MBTA. 

•  At  June  30, 1991,  the  total  outstanding 
general  obligation  debt  of  the  state, 
excluding  last  years  deficit  bonds, 
stood  at  $6.7  billion. 

•  The  state's  bond  ratings  in  May  were 
reaffirmed  as: 


Moody's  Investors  Service 
Standard  and  Poor's 
Fitch  Investors  Service 


Baa 
BBB 
A 


Our  ratmgs  remain  the  lowest  of  any 
state  in  the  nation. 


Debt  service  (the  amount  of  principal 
and  interest  due  on  the  state's 
indebtedness)  is  estimated  to  be 
$1,143  billion  for  the  year  starting 
July  1st 


Pension  Investment  Division  (manages 
state  employee  and  teachers'  retirement 
trust) 

•  The  balance  in  the  MASTERS  Trust 
on  June  30  was  $5,696  billion  an 
increase  of  8.35%  over  the  prior  year 

•  The  Trust  increased  in  value  8.157o 
during  the  first  six  months  of  1991. 

•  The  latest  available  estimate  of  the 
state's  unfunded  pension  liability  is 
$10,869  billion. 


Abandoned  Property  Division  (collects 
money  and  other  abandoned  assets  from 
financial  institutions  and  attempts  to 
return  them  to  their  rightful  owners) 

•  Reorganized  and  reduced  staffing  by 
38%. 

•  Relocated  to  state  office  building 
from  a  privately  owned  space. 

•  Established  study  group  to 
recommend  modernization  of  the 
laws  under  which  the  Division 
operates. 

•  Implemented  use  of  temporary  help 
during  the  busy  season  to  reduce 
year-round  payroll. 


Computer  Services  and  Administration 
Division  (provides  support  services  to 
treasury  department  and  administers 
numerous  special  programs) 

•  Accomplished  major  upgrading  of 
the  personal  computer  capabilities  of 
the  department 


Administered  various  changes 
required  in  restructuring  office 
functions  and  25%  reduction  in  staff. 

Increased  office  productivity 
through  updating  of  some  systems 
and  equipment 


State  Board  of  Retirement  (administers 
retirement  benefits  for  state  employees) 

♦  Upgraded  computer  system  to 
enhance  service  to  retired 
employees. 

•  Improved  city  and  town 
reimbursement  and  cost  of  living 
program. 


State  Lottery  (Treasurer  serves  as 
Chairman  of  the  Lottery  Commission 
and  appoints  its  Executive  Director) 

•  Staffing  levels  were  reduced  by  105 
employees  (or  20%.) 

•  $2.7  million  in  annual  savings  were 
achieved  through  management 
reorganization  and  other  changes. 

•  Gross  revenues  for  the  year  were 
$1.59  billion,  an  increase  of  $38 
million  over  the  prior  year. 

•  A  renegotiated  advertising  contract 
is  expected  to  save  over  $1.2  million  in 
the  year  beginning  July  1. 

•  MassCash,  the  newest  of  the  ongoing 
games,  is  generating  approximately 
$9.6  million  in  monthly  gross  sales. 

•  For  the  year  that  ended  June  30,  the 
Lottery  expects  to  make  available  for 
distribution  over  $480  million  to  the 
state's  cities  and  towns. 

•  Courier  services  were  privatized, 
saving  at  least  $1  million  annually. 


Hope  on  the  Horizon:  The  1992  Budget 
The  1992  state  budget  signed  in  July 
represents  a  meaningful  step  to- 
wards the  end  of  our  fiscal  crisis, 
although  much  difficult  and  painful 
work  remains  to  be  done  to  ensure 
that  our  state  government  lives 
within  its  means  for  this  new  fiscal 
year  The  leadership  of  our  state, 
working  cooperatively  for  the  first 
time  in  over  a  decade,  took  several 
important  steps  in  the  right  direc- 
tion: 

[c^  Total  state  1992  spending  levels 
were  set  at  $13,177  billion,  $627 
million  below  1991  levels.  This  is 
the  first  time  in  recent  history 
that  appropriations  have  been 
held  below  prior  year  spending 
levels. 


Process 

No  new  taxes  were  enacted. 

o=  Our  government  revenues  were 
based  on  conservative  forecasts, 
with  input  from  private  sector 
economists. 

o=  The  Governor  and  the  legislative 
leaders  reached  an  early  agree- 
ment on  projected  revenue  lev- 
els and  passed  the  budget  on  a 
timely  basis. 

ttj  Several  initiatives  to  control 
"budget  buster"  spending 
growth  were  enacted,  including 
planned  reductions  in  Medicaid 
spending  and  various  reforms  in 
the  state's  welfare  system. 


Although  confidence  in  our  state 
government  and  its  finances  re- 
mains tentative,  the  1992  budget 
process  and  its  results  could  signal  a 
new  era  of  fiscal  responsibility. 

The  Need  For  Continuing  Fiscal 
Discipline 

The  Commonwealth's  fiscal  crisis  is 
not  over  The  1992  budget  repre- 
sents only  the  first  step  in  the  long 
process  of  restoring  state  spending 
discipline,  and  regaining  the  faith  of 
our  citizens  and  businesses.  Particu- 
lar attention  needs  to  be  paid  to 
implementation  of  the  spending 
cuts  contained  in  the  1992  budget  to 
ensure  that  savings  are  achieved 
and  deficits  are  avoided. 


Low  Bond  Ratings  Result  in  High  Costs 

The  cost  of  borrowing  money  for  the  Commonwealth  increases  as  its  bond  rating  drops.  Since  1988,  our  bond 
rating  has  been  reduced  to  the  lowest  rating  of  any  of  the  fifty  states  in  the  nation.  High  debt  service  results  in 
significant  costs  to  the  Commonwealth's  taxpayers  —  a  "mismanagement  tax." 


[TF  Higher  debt  service  costs  reflect, 
in  large  measure,  the  poor  fiscal 
management  of  the  Common- 
wealth over  the  past  few  years. 

Massachusetts'  bond  rating  is 
one  grade  above  that  of  junk 
bonds. 


[cx-  On  May  22,  of  this  year,  the  Com- 
monwealth sold  $567  million  of 
bonds  to  finance  much  needed 
capital  projects.  The  interest  cost 
over  the  life  of  these  bonds  will 
be  $73  million  greater  than  it 
would  have  been  had  the  Com- 
monwealth maintained  its  1988 
AA-  category  ratings. 


^  The  cumulative  amount  of  the 
"mismanagement  tax"  exceeds 
$2  billion  for  all  bonds  issued  by 
the  Commonwealth  since  1988. 

Greater  than  necessary  amounts 
spent  on  debt  service  leave  the 
other  needs  of  the  Common- 
wealth's citizens  underfunded. 


Encouraging  Results  of  Recent  Bond  Sale 

While  we  continue  to  pay  a  "mismanagement  tax",  the  Commonwealth's  May  22,  1991  bond  sale  signaled  a 
renewed  confidence  in  the  state's  financial  condition. 


[p"  After  threats  to  downgrade  Mas- 
sachusetts to  "junk  bond"  status, 
the  rating  agencies  reaffirmed 
the  state's  credit  rating  at  their 
previous  levels. 

inr  The  issue  was  oversubscribed 
with  investor  demand  well  in  ex- 
cess of  the  supply  of  bonds. 

IT  There  was  strong  local  support 
for  the  issue,  with  60%  of  the 
bonds  sold  to  Massachusetts  in- 
stitutions or  individuals. 


(r?  The  interest  costs  paid  by  the 
Commonwealth  on  the  $567  mil- 
lion issue  were  closer  to  those 
paid  by  better-rated  states  then 
on  our  1990  borrowings,  mark- 
ing the  beginning  of  our  efforts 
to  "repeal"  the  mismanagement 
tax. 


Since  the  May  sale,  Massachu- 
setts bonds  have  steadily  in- 
creased in  value,  reflecting  re- 
newed investor  confidence  in 
the  state's  fiscal  turnaround. 
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STATE  EMPLOYEES 

One  measure  of  the  size  of  state  government  is  the  number  of  full-time  equivalent  employees  on  the  state  payroll. 
After  rapid  growth  in  the  mid-eighties,  the  state's  workforce  has  stabilized  and  with  recent  budget  cuts  has  begun 
to  decrease. 


,OOCH 


Number  of  State  Employees 


74,149 


77,068 


80,339 


Dec.  86 


Nov.  87 


Jun.  88 


76,489 


73,176 


Dec.  89 


Nov.  90 


70,939 

wmMMi 

Jun.  91 


The  Commonwealth's  work-  0=  Significant  reductions  have  oc-  ^  The  total  number  of  state  em- 
force  has  been  reduced  approxi-  curred  in  nearly  all  areas  of  state  ployees  at  the  fiscal  year  end  was 
mately  12%  from  the  June  1988        government.  at  its  lowest  level  in  five  years, 

high  of  80,339  to  70,939  in  June  of 
this  year 


PENSION  INVESTMENT  DIVISION 


Masters  Trust 

The  Massachusetts  State  Teachers' 
and  Employees'  Retirement  System 
(MASTERS)  Tmst,  with  $5.8  billion 
in  assets,  is  among  the  largest  public 
pension  funds  in  the  country  and, 
havmg  been  established  in  1945  the 
fund  is  considered  one  of  the  oldest. 
The  purpose  of  the  fund  is  to  pro- 
vide retirement  benefits  to  past, 
present  and  future  teachers  and 
employees  of  the  Commonwealth. 
Since  1984,  the  Trust  has  achieved  a 

Investment  Management  Review 

When  the  new  administration  as- 
sumed office  in  January  1991,  the 
assets  of  MASTERS  Trust  were  in- 
vested in  84  separate  funds  which 
were  managed  by  61  different  in- 
vestment firms.  This  exceptionally 
large  and  inefficient  management 
structure  represented  a  significant 
cost  to  the  Commonwealth  in  man- 
agement fees  and  expenses. 

An  effort  to  streamline  the  Trust  was 
immediately  initiated  through  a 
strategic  reallocation  of  assets  and  a 


return  of  over  12%  on  an  annual- 
ized basis  — an  acceptable  perform- 
ance, though  not  yet  among  the 
national  leaders  of  state  pension 
funds. 

The  majority  of  MASTERS  assets  are 
invested  in  domestic  stocks, 
high-grade  corporate  bonds,  U.S. 
Treasury  obligations  and  interna- 
tional fixed  income  and  equity  in- 
vestments. The  fixed-income  secu- 
rities provide  the  Trust  with  a  stable 

consolidation  of  investment  man- 
agers, thereby  providing  a  reduc- 
tion in  fees  and  expenses  while 
increasing  the  potential  for  im- 
proved returns. 

The  reduction  in  investment  man- 
agers and  consolidation  of  assets 
within  the  domestic  equity  class  will 
result  in  an  immediate  savings  to 
MASTERS  Trust  of  over  $500,000 
annually  with  an  anticipated  im- 
provement in  performance  due  to 
increased  efficiency. 


return  and  incremental  monthly 
income  while  equities  provide  a 
higher  rate  of  return  over  a  longer 
time  horizon.  The  remaining  assets 
are  invested  in  real  estate,  with  a 
small  portion  in  alternative  invest- 
ment vehicles  such  as  venture  capi- 
tal, futures  and  other  specialized 
investments  that  offer  higher  poten- 
tial rates  of  return  in  exchange  for 
the  assumption  of  additional  risk. 


This  process  of  investment  manage- 
ment review  will  be  applied  across 
each  of  the  14  different  asset  classes 
which  comprise  the  Trust,  provid- 
ing significant  cost  savings  and  en- 
hancing the  potential  for  optimum 
fund  performance. 

While  this  essential  process  has  be- 
gun, it  is  far  from  complete.  The 
objective  of  the  new  administration 
is  to  establish  within  the  Common- 
wealth the  best-managed  pensic^n 
fund  in  the  nation. 


[ 


Treasurer  Joe  Malone 

State  House 
Boston,  MA  02133 
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Our  state  xS^^u'i^TiiC^^  •ci^ntinueCT|+&s, 
improve  during  the  first  quartu;  of  it^ 
new  fiscal  year,  whicTr-^rid^^^^W 
September  30,  1991.  Tax  receipts, 
which  account  for  about  two-thirds  of 
all  state  revenues,  were  especially 
strong.  They  ran  approximately  $204 
million,  or  10  percent,  above  projec- 
tions for  the  quarter. 

The  state's  cash  position,  which  had 
been  weak  in  1989  and  1990,  also 
improved  last  quarter.  In  the  fall  of 
1990,  the  state  required  short-term  bor- 
rowings in  excess  of  $1.2  billion  to  meet 
its  November  bills.  This  fall,  however, 
we  ended  September  with  a  positive 
cash  balance  and  have  only  $385  mil- 
lion in  short-term  indebtedness. 

In  addition,  a  $58.3  million  deposit 
was  made  to  the  Commonwealth's 
"rainy  day"  Stabilization  Fund  as  a 
result  of  the  $215  million  budget  sur- 
plus earned  for  the  1991  fiscal  year 
that  ended  June  30, 1991. 

Finally,  at  the  close  of  the  quarter,  the 
Treasury  was  able  to  distribute  nearly 
$500  million  in  local  aid.  This  is  the  first 
quarterly  distribution  to  cities  and  towns 
that  will  be  replacing  semi-annual  ones. 


These  and  other  recent  improvements 
in  the  Commonwealth's  finances 
were  recognized  by  investors  in  our 
September  bond  sale.  Those  new 
bonds  sold  at  the  lowest  interest  rates 
obtained  by  the  state  in  more  than 
three  years.  Particularly  heartening 
was  that  Massachusetts  citizens 
showed  renewed  confidence  in  state 
government  by  investing  more  than 
$100  million  in  the  bonds. 

Despite  these  positive  developments, 
our  state  finances  remain  uncertain. 
The  1992  budget  relies  on  many  one- 
time revenue  items  to  achieve  bal- 
ance. There  is  growing  evidence  that 
some  of  these  non-tax  revenues  will 
fall  several  hundred  million  dollars 
short  of  projection. 

The  administration's  original  goal  to 
obtain  $230  million  of  non-tax  rev- 
enues from  the  sale  of  surplus  state 
assets,  for  example,  seems  unlikely  to 
be  reached.  The  $120  million  budget- 
ed from  the  "swap"  of  debt  obliga- 
tions with  the  Massachusetts  Water 
Resources  Authority  ("MWRA")  is 
being  challenged  in  court.  In  addi- 
tion, while  budgeted  savings  from 


the  reform  of  several  major  state 
spending  programs,  such  as 
Medicaid,  public  assistance  and  state 
employee  health  benefits,  will  be  sig- 
nificant, the  savings  may  not  be  as 
great  as  originally  planned.  Accord- 
ingly, any  increase  in  our  tax  rev- 
enues will  probably  be  needed  to  off- 
set budget  shortfalls  in  these  other 
areas.  In  my  opinion,  it  is  unlikely 
that  revenues  will  be  available,  how- 
ever, to  increase  state  spending,  as 
some  observers  believe. 

As  Treasurer,  1  strongly  support  the 
Weld  administration  and  legislative 
leadership  in  taking  a  cautious 
approach  toward  the  budget  for  the 
remainder  of  fiscal  1992.  Despite 
some  "good  news,"  the  Common- 
wealth's credit  rating  remains  the  low- 
est in  the  nation.  We  cannot  afford  to 
spend  money  we  don't  have.  Other- 
wise, we  risk  renewing  the  fiscal  crisis 
that  gripped  Massachusetts  from  1988 
through  1990. 

Your  comments  on  the  first  edition  of  the 
Fiscal  Update  were  greatly  appreciated.  1 
look  forward  to  receiving  your  addition- 
al suggestions  for  improvement. 


TAX  REVENUE  TRENDS 

For  the  first  quarter  of  the  new  fiscal  year 
that  ended  on  September  30th,  the  state 
received  about  $2.24  billion  in  tax 
receipts.  That  represents  an  increase  of 
12.8%  over  the  first  quarter  of  the  prior 
year.  It  is  also  10%  above  the  revenue 
projections  agreed  upon  by  the 
Governor  and  legislative  leadership. 

When  the  revenue  estimates  were 
established,  all  agreed  that  they  were 
conservative.  In  light  of  the  good 
news  from  the  first  quarter,  the  esti- 
mated projections  for  the  rest  of  this 
fiscal  year  are  now  imder  review. 
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RENEWING  INVESTOR  CONFIDENCE 


1989  to  1990:  A  Costly  Loss 
of  Investor  Confidence 

From  1989  through  1990,  as  our  fiscal 
crisis  deepened,  the  Commonwealth 
suffered  a  dramatic  loss  of  investor 
confidence  reflecting  the  public's  loss  of 
faith  in  state  government.  During  that 
period,  the  state's  bond  ratings  fell  to 
the  lowest  level  of  any  state.  The  cost 
of  our  bond  offerings  soared. 

-♦•  The  state's  issuance  of  bonds  and 
notes  rose  substantially  to  finance 
operating  deficits  and  to  shore  up 
its  cash  flow. 

■♦•  Nearly  $2  billion  of  bonds  were 
issued  in  1989  and  1990  simply  to 
pay  for  prior  year  operating  deficits. 

■♦■  For  all  bonds  sold  by  the  state  dur- 
ing the  1989-90  period,  the  state 
paid  annual  interest  rates  as  much 
as  1.50%  higher  than  other  states. 

4-  Annual  principal  and  interest  pay- 
ments on  state  bonds  soared  from 
$582  million  in  1989  to  over  $1.1 
billion  in  1991. 

■♦■  Massachusetts  investors — ^both  indi- 
vidual and  institutional —  grew 
increasingly  concerned  about  the 
state's  fiscal  situation  and  debt  lev- 


A  Review  of  Recent  State  Bond  Sales 

els.  Many  of  these  buyers  shunned 
the  Commonwealth's  bonds  in 
1990,  narrowing  the  potential  mar- 
ket for  our  debt. 

1991  Bond  Sales  Results:  Renewed 
Support  From  Wall  St.  and  Main  St. 

The  state's  May  22  and  September  19, 
1991,  bond  sales  demonstrate  grow- 
ing investor  confidence  in  our  state's 
financial  condition. 

>■  Both  bond  issues  were  oversub- 
scribed, with  investor  demand  ex- 
ceeding the  supply  of  bonds. 

•♦■  In  September,  a  major  rating  agency- 
Standard  &  Poors  -  changed  its 
assessment  of  the  state's  fiscal  out- 
look from  "negative"  to  "stable." 
They  also  commented  favorably  on 
the  progress  of  the  state's  fiscal  turn- 
around in  1991. 

■♦•  Since  the  May  sale,  Massachusetts 
bonds  have  increased  steadily  in 
value.  The  interest  rates  paid  by  the 
Commonwealth  on  its  September 
sale  were  the  lowest  obtained  in 
three  years  (even  after  adjusting  for 
the  general  decline  in  interest  rates). 

■f  Our  September  bond  sale  carried 
interest  rates  equivalent  to  an  "A" 


rated  state,  even  though  two  of  the 
three  bond  rating  agencies  (Standard 
&  Poors  and  Moody's)  maintain 
lower  ratings  on  our  bonds. 

■♦■  There  was  strong  local  support  for 
the  September  issue,  with  over  20% 
of  the  bonds  sold  to  Massachusetts 
institutions  and  individuals. 

•♦■  The  state's  September  bond  sale 
refinanced  some  existing  bonds 
and  provided  $120  million  for  new 
capital  projects.  The  refinancing 
will  save  $260  million  in  fiscal  year 
1992  debt  service  costs. 

The  Need  for  Continuing  Discipline 
in  Debt  Management 

Even  though  investors  have  shown 
renewed  confidence  in  the  state  by 
purchasing  our  1991  bonds,  our  debt 
level  remains  precariously  high.  To 
avoid  future  problems  in  attracting 
investors,  the  state  must  work  to 
reduce  its  debt.  Our  debt  burden  has 
increased  dramatically  since  1987.  As 
the  accompanying  chart  illustrates, 
today  Massachusetts  has  the  second 
highest  per  capita  state  debt  levels  in 
the  country.  Only  Hawaii  is  higher. 
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TREASURY  DEPARTMENT  UPDATE 


The  last  three  months  marked  continu- 
ing progress  in  many  areas  of  the  tiea- 
sury  department.  Numerous  projects 
are  imderway  to  increase  our  efficiency 
to  insure  maximum  cost-effectiveness. 

On  a  divisional  and  functional  basis,  the 
following  are  some  recent  highlights: 

Abandoned    Property  Division 

(collects  money  and  other  abandoned 
assets  from  financial  institutions  and 
attempts  to  return  them  to  their  rightful 
owners) 

-♦-  Claims  processed  increased  23%  over 
fiscal  year  1991  despite  a  4:1%  reduc- 
tion in  personnel  from  last  year. 

•♦•  Remittances  increased  54%  over  first 
quarter  fiscal  year  1991  figures  to 
$2,464  million. 

4-  A  check  for  $435,000  was  received 
from  Blue  Cross /Blue  Shield  in  set- 
tlement for  a  recent  abandoned 
property  audit. 

-♦•  The  abandoned  property  auction  of 
safe  deposit  box  contents  took  place 
in  September.  Over  150  people  par- 
ticipated in  the  bidding  which 
resulted  in  over  $45,000  being 
remitted  to  the  treasury.  This  was 
an  increase  of  55%  over  the  last  auc- 
tion in  1989. 

■♦■  The  department  saved  over 
$140,000  in  advertising  costs  versus 
last  years'  rates  by  advertising  life 
insurance  abandoned  property 
names  in  the  legal  section  of  the 
Boston  Globe  and  Herald. 

Administration  and  Computer 
Services  Division  (provides  support 
services  to  the  tieasury  department  and 
administers  numerous  special  pro- 
grams) 

•♦-  Modified  various  software  systems 
to  permit  quarterly  distiibutions  to 
cities  and  towns. 

■♦■  Renovated  data  communications 
wiring  and  configurations,  greatly 
increasing  reliability  and  user 
response  times. 

■♦■  Upgraded  PC  software  allowing 
for  increased  office  automation 
.capabilites. 

4-  Administration  established  goals  and 
objectives  throughout  the  treasury. 


-f  Intioduced  new  budgeting  and  pur- 
chasing systems. 

>■  " Employ ee-of-the-month"  program 
established. 

■♦■  Continued  to  study  possibility  of 
functional  downsizing . 

Cash  Management  Division  (oversees 
the  receipt,  disbursement,  reconciliation 
and  short-term  investment  of  state  funds) 

-♦■  Improved  the  accuracy  of  the  elec- 
tronic cash  receipts  and  posting  of 
state  funds. 

-f  Distributed  $489  million  of  first 
quarter  local  aid  to  municipalities 
by  September  30. 

■♦■  Wearing  completion  of  treasury's 
component  of  fiscal  year  1991 
annual  audit  of  Commonwealth's 
financial  position. 

Debt  Management  Division  (adminis- 
ters the  issuance  and  servicing  of  state 
bonds  and  notes) 

4-  Managed  the  issuance  of  $508  mil- 
lion in  general  obligation  bonds. 

•♦•  Issued  debt  to  restructure  and  reduce 
$260  million  of  1991  debt  service. 

>•  Refinanced  certain  high  interest  rate 
debt  with  lower  cost  debt,  yielding 
over  $2.2  million  in  present  value 
savings  to  the  Commonwealth. 

Issued  $325  million  of  short-term, 
commercial  paper,  a  substantial 
reduction  from  almost  $1  billion  a 
year  earlier. 

Pension  Investment  Division  (man- 
ages state  employees'  and  teachers' 
retirement  tiust) 

^  The  balance  in  the  MASTERS 
Trust  on  September  30  was  $5,978 
billion,  an  increase  of  16.94%  over 
the  prior  year. 

■♦■  The  Trust  increased  in  value  12.85% 
during  the  first  nine  months  of  1991. 

State  Board  of  Retirement  (administers 
retirement  benefits  for  state  employees) 

■♦•  Upgrade  of  computer  system  to 
enhance  service  is  at  the  halfway 
mark. 


•f  Increased  processing  efficiency  by 
restructuring  retirement  forms  and 
procedures. 

•f  Significantly  reduced  backlog  of 
retirement  applications  and  pay- 
ments to  beneficiaries. 

-f  Payments  to  cities  and  towns,  under 
3  (8)  (c)'s,  were  made. 

■♦■  Contingency  plans  have  been  made 
regarding  possibility  of  early  retire- 
ment incentive  program. 

■♦•  Payroll  contribution  automation 
project  in  progress. 

-f  Retirement  seminars  are  being  con- 
ducted at  various  agencies  through- 
out the  state. 

■♦■  New  office  hours  for  the  State  Board 
of  Retirement  are  8:15am-4:30pm. 

State  Lottery  (Treasurer  serves  as 
Chairman  of  the  Lottery  Commission 
and  appoints  its  Executive  Director) 

■♦•  The  Lottery  continues  to  be  ranked 
#1  in  the  world  with  the  highest  per 
capita  sales  of  $5.27  per  week  versus 
a  national  average  of  $2.31  per  week. 

-f  Lottery  sales  for  the  third  quarter  of 
1991  generated  approximately 
$112.5  million  in  profit  for  the  351 
cities  and  towns  in  Massachusetts. 

>■  The  Lottery  produces  approximate- 
ly 3  million  winners  each  week  and 
approximately  60%  of  the  citizens  of 
the  Commonwealth  are  players. 

>■  The  Lottery  is  currently  field  testing 
new  pull-tab  games  in  local  bars 
and  taverns. 

■♦■  During  the  first  c^uarter  of  fiscal 
year  1992,  Lottery  sales  are  slightly 
behind  last  fiscal  year  by  0.9%.  This 
decrease  is  well  belcw  other  major 
lotteries  that  have  seen  decreases  as 
1-iigh  as  20%. 

•f  Calendar  year-to-date  Lottery  sales 
at  the  end  of  the  tliird  quarter,  how- 
ever, were  $20  million  higher  than 
they  were  at  the  same  time  last  vear. 

>■  On  October  23,  the  Treasurer 
amiounced  the  appointinent  of  Eric 
M.  Turner  as  the  Lottery's  new 
Executive  Director 


YIELD  SPREAD  DEMONSTRATES  RENEWED  CONFIDENCE 


The  accompanying  graph  shows  that  the  bond 
market  has  recognized  Massachusetts'  finan- 
cial progress.  The  top  row  of  points  shows  the 
percentage  yield  of  a  10  year  Massachusetts 
general  obligation  bond.  The  points  along  the 
bottom  show  the  yields  for  a  triple-A  rated 
state  bond.  The  shaded  area  represents  the  dif- 
ference between  the  two  yields. 

The  spread  last  November  was  much  larger 
than  it  was  this  September.  That  means  that 
investors  are  not  demanding  as  deep  a  dis- 
count on  Massachusetts  bonds  As  they  were 
previously.  The  graph  shows  how  dramatically 
the  so-called  yield  spread  has  narrowed.  This 
reflects  the  growth  in  investor  confidence. 
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ECONOMICALLY  TARGETED  INVESTING 
FOR  MASSACHUSETTS  PUBLIC  PENSION  FUNDS 


One  of  the  most  important  and  serious 
responsibilities  of  the  Treasurer  is  his 
role  in  the  management  of  the  state's 
public  pension  funds.  The  largest  of 
those  funds  is  the  so-called  MASTERS 
Trust  consisting  of  about  $6  billion  in 
retirement  assets  for  our  state's  employ- 
ees and  teachers.  By  law,  the  Treasurer 
is  the  fiduciary  having  primary  responsi- 
bility for  the  prudent  investment  of  that 
huge  capital  pool. 

Recently,  the  Treasurer  asked  a  group  of 
our  state's  top  pension  fund  profession- 
als to  implement  a  program  using  a 
portion  of  the  MASTERS  fund  for  eco- 
nomically targeted  investments.  The 
objective  of  this  program  will  be  to  pro- 
vide a  competitive,  market  return  for 
the  beneficiaries  of  the  pension  fund 
while  also,  if  possible,  providing  a  stim- 
ulus to  the  Massachusetts  economy. 

The  advisory  panel  consists  of  represen- 
tatives  of  the  state  employees'  and 
teachers'  unions  and  senior  pension 
executives  from  some  of  our  state's 
largest  public  companies  and  private 
universities  including  Digital,  Polaroid, 
Boston  Edison,  Harvard,  M.I.T.  and 
Boston  College.  The  involvement  of 
those  individuals  and  the  institutions 
which  they  represent  reflects  the  seri- 
ousness of  their  undertaking. 

Economically  targeted  investment  or 
"ETI"  is  a  relatively  new  name  for  an 
established  concept,  it  directs  invest- 
ment dollars  in  ways  that  work  toward 


specified  goals.  The  dual  goals  for  ETI 
are  to  generate  an  attractive  return  for 
the  fund  and  simultaneously  assist  the 
state's  economy. 

The  dangers  of  economically  targeted 
investments,  however,  are  all  too 
clear.  In  a  rush  to  help  one's  state, 
investment  standards  can  be  lowered, 
money  lost  and,  finally,  good  money 
sent  chasing  the  bad.  The  problems 
of  the  Kansas  state  pension  fund  were 
recently  highlighted  in  a  front  page 
Wall  Street  Journal  article.  Under  a 
headline  "Picking  Losers:  Back-Yard 
Investing  Yields  Big  Losses.., "the  pit- 
falls of  aggressive  local  investing  are 
set  forth  in  painful  detail. 

The  balance  of  risk  and  reward  is  at 
the  heart  of  any  investment  decision. 
Higher  potential  rewards  require  the 
acceptance  of  higher  risks.  The  lack  of 
diversity  in  investments  also  increases 
risk.  Therefore,  targeting  investments 
to  a  particular  state  can  increase  risk. 
A  state's  lowering  economic  tide  can 
indeed  lower  even  its  best  constructed 
and  managed  boats. 

After  all  of  the  foregoing  has  been 
said,  however,  the  rewards  of  a  care- 
fully constructed  and  managed  ETI 
program  can  outweigh  its  inherent 
risks.  Many  of  our  state's  businesses 
are  faced  not  only  with  reduced  sales 
reflecting  lowered  business  and  con- 
sumer confidence  brought  on  by  the 
recession,  but  also  a  tightening  of 


credit  as  our  banks  and  other  lending 
institutions  respond  to  the  substantial 
decline  in  our  real  estate  values  and 
increased  regulatory  scrutiny  of  their 
affairs. 

Businesses  lacking  the  credit  to 
expand  are  but  one  example  of  the 
lack  of  capital  choking  our  state's 
recovery.  Many  creditworthy  firms 
are  victims  of  their  banker's  problems. 
The  net  result  is  fewer  jobs  and  a  stag- 
nant economy. 

It  is  estimated  that  well  in  excess  of  40% 
of  the  country's  public  pension  funds 
have  some  sort  of  geographically  target- 
ed investing,  in  most  cases  mortgages. 
It  is  time  that  Massachusetts  fully 
explores  the  possibilities. 

In  that  light,  the  new  advisory  panel  will 
initially  complete  four  assignments. 
First,  they  will  offer  advice  about  the 
proper  overall  structure  for  an  ETI  pro- 
gram for  the  MASTERS  Trust.  Second, 
they  will  help  to  develop  criteria  or  pos- 
sible investments  that  will  take  into 
account  the  safety  of  the  fund's  princi- 
pal. Third,  they  will  help  define  a 
benchmark  that  will  allow  proper  mon- 
itoring of  the  program.  Finally,  they 
will  recommend  the  total  percentage  of 
the  Trust  that  should  be  committed  to 
an  ETI  program. 

The  panel  is  off  to  a  good  start,  tlianks  to 
its  members  and  the  institutions  that  they 
represent . 


STATE  EMPLOYEES 


The  latest  figures  show  a  continuing 
reduction  in  almost  all  areas  of  the 
state  work  force.  Over  the  past  3  years, 
the  number  of  full-time  equivalent 
employees  has  been  reduced  more  than 
13%  from  the  June  1988  high  of  80,339 
to  69,109  in  September  of  this  year. 

The  above  reduction,  however,  is  for 
the  state's  regular  permanent  work 
force  that  is  funded  by  annual  operat- 
ing budget  appropriations.  In  addi- 
tion, the  state  has  approximately 
12,000  employees  whose  salaries  are 
paid  from  various  federal  grants, 
trust  funds,  and  capital  accounts. 
Over  half  of  those  employees  work  in 
public  education. 

The  state  also  employs  seasonal  work- 
ers, mainly  in  parks  and  recreational 
facilities,  varying  in  number  from  500 
employees  in  the  off-season  to  over 
2,000  employees  in  mid-summer. 
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TREASURER'S  PROPOSAL  TO  RAISE  $100  MILLION  IN  1993 


The  Treasurer  has  recommended 
changes  in  the  State's  Abandoned 
Property  Law  that  will  result  in  $100 
million  in  additional  state  revenues 
for  fiscal  year  1993  and  another  $12 
million  in  later  fiscal  years. 

Under  law,  the  Treasurer  is  responsi- 
ble for  the  collection  and  custody  of 
all  unclaimed  money  left  in  bank 
accounts,  insurance  companies  and 
Massachusetts  corporations.  Cur- 
rently, after  five  years  of  inactivity, 
these  accounts  are  deemed  aban- 
doned and  turned  over  to  the  state 
treasury.  The  Treasurer's  recom- 


mended change  would  reduce  that 
five  year  period  to  three. 

In  fiscal  year  1991,  over  $41  million  was 
turned  over  to  the  state  under  this  law. 
If  the  change  is  adopted,  in  1992  that 
amount  would  approximately  triple. 

"Whenever  you  can  generate  an  addi- 
tional $100  million  in  revenue  with- 
out a  new  tax  or  fee,  we  are  serving 
the  best  interests  of  the  citizens  of 
Massachusetts,"  the  Treasurer  said  in 
connection  with  the  new  proposal. 
Similar  changes  have  been  instituted 
in  California,  Texas  and  New  York. 


The  Treasurer  also  recommended 
changes  that  will  streamline  the 
reporting  process  for  holders.  This 
will  include  the  consolidation  of 
reporting  requirements  and  an 
increase  in  the  aggregate  amount  to 
be  reported  from  $50  to  $100. 

Citizens  rights  to  reclaim  their  funds  from 
the  state  would  not  be  affected  by  the 
proposals.  An  owner  of  an  account  that 
has  been  turned  over  to  the  state  would 
still  be  able  to  request  the  return  of  their 
funds  at  any  time.  It  should  be  noted, 
however,  that  only  about  20%  of  aban- 
doned funds  are  ever  reclaimed. 


RESTORING  TRUST  IN  PENSION  SYSTEMS 


A  recent  Boston  Globe  Spotlight  series 
focused  on  problems  at  many  of  our 
local  pension  boards.  According  to 
those  well  documented  articles,  unsus- 
pecting retirement  boards  have  been 
victimized  by  consultants  who  made 
recommendations  to  invest  funds 
without  fully  disclosing  their  fees  or 
other  commissions  connected  with  the 
investment  products. 

Massachusetts  public  employees  are 
members  of  106  separate  retirement 
systems.  Retirement  systems  are  main- 
tained at  the  state,  county,  district, 
city  and  town  levels.  Each  system  is 
managed  by  a  three  member  board 
that  is  responsible  for  its  investments. 


Under  state  law,  a  board  may  retain 
professional  money  managers  to  assist 
in  its  investment  decisions. 

The  Spotlight  articles  focused  on  the 
inefficiencies  inherent  in  this  scheme. 
The  overall  number  of  boards,  the 
quality  of  advice  received  by  the 
boards,  the  fees  that  they  are  charged 
for  the  advice  and  the  performance  of 
their  investments  were  all  questioned. 

In  an  effort  to  deal  with  some  of  the 
questions  raised,  the  Treasurer  con- 
vened an  emergency  meeting  of  state 
and  local  officials  to  share  informa- 
tion and  to  plan  future  strategies. 
This  group,  composed  of  representa- 
tives of  the  Massachusetts  Collectors 


and  Treasurers  Association,  the 
Massachusetts  Municipal  Association 
and  state  officials,  is  moving  forward 
to  sponsor  legislation  that  will  pro- 
vide further  safeguards  against 
deceptive  practices  and  help  restore 
trust  in  our  public  pension  systems. 

The  Treasurer  will  also  be  conducting  a 
workshop  for  local  officials  entitled 
"Investing  of  Public  Funds".  It  will  be 
held  on  January  31, 1992,  as  a  part  of  the 
Massachusetts  Municipal  Association's 
Annual  Conference.  The  Treasurer's 
office,  working  with  his  newly  formed 
Municipal  Advisory  Council,  will  use 
the  workshop  to  suggest  ways  our  local 
pension  systems  can  be  improved. 


Treasurer  Joe  Malone 

State  House 
Boston,  MA  02133 


FROM  THE  STATE  TREASURER 
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In  1991,  great  progress  was  made. 
Last  January  the  state  stood  on  the 
brink  of  financial  disaster.  Spending 
was  out  of  control,  borrowing  esca- 
lated to  cover  deficits  and  junk  bond 
status  for  our  debt  loomed  large  on 
the  horizon. 

Citizens  of  Massachusetts  should  be 
encouraged  by  the  progress  that  state 
government  has  made  over  the  past 
year.  For  the  first  time  in  several 
years,  state  government  lived  within 
its  means.  One  area  where  very  posi- 
tive change  has  occurred  is  in  the  area 
of  projecting  our  state's  revenues. 

For  several  years,  optimistic  revenue 
projections  were  the  norm.  They 
were  repeatedly  used  to  justify 
spending  that  we  could  ill  afford. 

For  example,  in  fiscal  year  1988,  rev- 
enues were  projected  to  grow  7.4% 
but  grew  only  2.1%.  For  1989,  a  10.9% 
increase  was  projected  but  only  6.5% 
occurred.  For  1990,  a  7%  increase  was 
assumed  but  revenues  actually 
decreased  3.4%.  For  1991,  after  enact- 
ing the  largest  tax  increase  in  our 
state's  history,  14.4%  revenue  growth 
was  projected  but  actual  growth  was 
only  5.6%.  In  the  face  of  this  abysmal 
track  record,  a  radical  reform  in  rev- 
enue estimate  procedures  was  a  nec- 
essary first  step  in  any  meaningful  fis- 
cal reform  for  our  state. 

A  new  way  of  estimating  revenues  is 
now  required  by  a  law  adopted 
early  in  1991.  Now  the  Governor 
and  the  Legislature,  after  consulting 
with  a  group  of  private  sector  econo- 
mists, jointly  arrive  at  a  consensus 
tax  revenue  estimate  by  May  15th 
each  year  for  the  fiscal  year  that 
begins  on  July  1st. 

For  the  current  1992  fiscal  year  that 
ends  June  30th,  a  7.8%  decrease  in 


tax  revenues  was  originally  project- 
ed. In  hindsight,  that  projection  was 
clearly  conservative.  That  lower  rev- 
enue estimate,  however,  has  provid- 
ed the  cushion  that  allows  us  to 
absorb  supplemental  increases  in 
spending  and  the  expected  non-tax 
revenues  that  have  not  materialized. 

I  view  the  reform  of  the  revenue  estima- 
tion process  and  the  resultant  forecasts 
as  the  cornerstone  of  all  of  the  state's 
other  fiscal  successes  over  the  past  year. 
Ehiring  these  difficult  economic  times,  if 
we  are  to  err  on  our  forecasts,  let  us  err 
on  the  side  of  caution. 

Several  other  positive  changes 
deserve  note.  First,  according  to  the 
latest  estimates,  fiscal  year  1992's 
spending  level  remains  lower  than 
the  prior  year's.  Granted,  this 
shrinkage  was  not  achieved  without 
pain,  but  it  marks  a  historic  first  in 
modern  times. 

Second,  the  state's  need  for  short- 
term  borrowing  has  been  dramatical- 
ly reduced.  Frequently  over  the  past 
few  years  those  borrowings  reached 
the  $1.2  billion  limit  in  our  short- 
term  commercial  paper  program. 
Current  projections  indicate  that 
cash  flow  borrowings  for  this  fiscal 
year  should  not  exceed  $685  million. 

Third,  a  five-year  approach  to  capital 
budgeting  has  been  adopted.  In  the 
past,  capital  spending  and  the  borrow- 
ing connected  with  it  tended  to  be  dealt 
with  on  a  yearly  basis.  The  result 
would  often  be  a  substantial  unplanned 
growth  in  our  state's  debt  level. 

Looking  forward,  the  Governor 
recently  filed  his  1993  fiscal  year 
budget  with  the  Legislature.  That  fil- 
ing represents  the  first  step  in  the 
budget  process.  The  new  budget  that 
is  eventually  signed  into  law  will  be 


the  next  crucial  milestone  on  our 
state's  road  to  fiscal  rehabilitation. 

It  is  vital  for  improving  our  credit 
rating  and  our  fiscal  recovery  that 
our  budget  for  FY  93  be  in  balance. 
Much  is  at  stake. 

The  heart  of  state  spending  growth 
still  lies  in  the  so-called  "Budget 
Buster"  accounts;  welfare.  Medicaid, 
debt  service,  state  employee  health 
insurance  and  transit  subsidies 
including  the  MBTA.  Even  if  every 
other  expenditure  in  state  govern- 
ment is  level  funded,  these  five  areas 
alone,  if  left  unchecked,  can  ratchet- 
up  spending  about  a  billion  dollars  a 
year  over  the  next  five  years. 

The  challenge  to  our  state's  fiscal 
recovery  remains,  but  by  renewing 
the  spirit  of  cooperation  that  has  car- 
ried us  this  far,  fiscal  stability  could 
be  at  hand. 
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TREASURER  ANNOUNCES  HOME  MORTGAGE  PROGRAM 


The  Treasurer  recently  announced  a 
low  down  payment  mortgage  pro- 
gram for  middle-income  home  buy- 
ers. Called  the  Middle-Class 
American  Dream,  the  program  will 
finance  mortgages  for  buyers  who, 
due  to  their  income  or  small  down 
payment,  might  not  otherwise  be  eli- 
gible to  obtain  one. 

The  initial  program  will  involve  the 
investment  of  $125  million  in  pension 
funds  from  the  Massachusetts  State 
Teachers  and  Employees  Retirement 
System  pension  funds  (MASTERS).  It 
is  expected  that  over  1,000  mortgage 
loans  will  result. 

The  pension  funds  will  be  invested  by 
purchasing  mortgage-backed  securi- 
ties from  the  Federal  National 
Mortgage  Association  ("Fannie 
Mae").  The  mortgage  loans  them- 
selves will  be  made  by  participating 
banks  and  mortgage  companies.  The 
mortgages  are  then  packaged  and 
insured  for  sale  to  Fannie  Mae  in  $1 
million  units  as  securities. 

The  mortgage-backed  securities  pro- 
vide a  competitive  rate  of  return  and 
are  "AAA"  rated,  thereby  qualifying 
as  appropriate  investments  for  the 
pension  fund.  This  structure  allows 
the  pension  funds  to  be  safely  invest- 
ed and  at  the  same  time  stimulate 
home  sales  in  Massachusetts. 

This  program  results  from  a  recom- 
mendation by  the  Treasurer's  eco- 
nomically targeted  investment  advi- 
sory panel.  That  blue-ribbon  group 
has  been  examining  ways  that  a  por- 
tion of  MASTERS'  pension  funds  can 
be  used  to  both  generate  an  attractive 
return  for  the  funds  and  simultane- 
ously assist  our  state's  economy.  The 
mortgage  program  fits  both  criteria. 

PROGRAM  HIGHLIGHTS 

The  initial  public  response  to  the  pro- 
gram was  very  encouraging.  In  the 
first  couple  of  weeks,  after  the  pro- 
gram was  announced,  the  Treasurer's 
office  received  nearly  5,000  calls 
requesting  further  information. 

The  most  frequently  asked  questions 
are  as  follows: 


What  homes  qualify? 

One  to  four  family  homes  located  in 
Massachusetts  that  will  be  owner 
occupied.  Second  homes,  however, 
are  not  eligible. 

How  much  of  a  down  payment  is 
required? 

Only  a  5%  down  payment  is  required 
for  single  family  homes;  10%  for  two 
to  four  families. 

Who  qualifies  for  this  program? 

The  program  is  limited  to 
Massachusetts  residents  and  the  pri- 
mary qualification  is  household 
income.  The  maximum  annual 
income  permitted  varies  from  $68,850 
to  $44,955,  depending  on  where  the 
property  being  purchased  is  located. 
A  complete  breakdown  by  city  and 
town  is  available  from  the  Treasurer's 
office.  Examples  are  as  follows: 


City /Town 

Income  ($) 

Arlington 

67,770 

Boston 

67,770 

Brockton 

44,955 

Cambridge 

67,770 

Fall  River 

53,595 

Framingham 

67,770 

Haverhill 

63,720 

Lowell 

67,230 

Lynn 

67,770 

Medford 

67,770 

New  Bedford 

53,595 

Newton 

67,770 

Peabody 

68,850 

Pittsfield 

47,520 

Quincy 

67,770 

Somerville 

67,770 

Springfield 

53,325 

Weymouth 

67,770 

Worcester 

58,050 

What  is  the  interest  rate? 

The  loans  are  for  30-year  fixed  rated 
mortgages.  The  interest  rate  charged 
is  the  market  rate  when  the  loan  com- 
mitment is  made.  One  and  a  quarter 
points  are  charged  for  the  loans. 
Special  reduced  legal  fees  and  other 
special  features  are  designed  to 
reduce  closing  expenses. 

What  are  the  other  special  features 
of  these  mortgages? 

The  usual  monthly  income  tests  are 
relaxed.  Usually,  banks  allow  only 
28%  of  a  family's  gross  income  to  be 
applied  to  the  monthly  mortgage  pay- 
ment of  principal  and  interest.  Under 
this  program,  33%  will  be  allowed. 
Also,  total  fixed  monthly  payments 
that  are  usually  limited  to  36%  of 
income  will  be  allowed  at  38%. 

Also,  the  usual  bank  requirement  that 
you  have  two  months  mortgage  pay- 
ments in  savings  is  eliminated  except 
for  multiple  family  homes. 

I've  never  owned  a  home,  what  is 
involved? 

To  help  first-time  home  buyers,  six  2 
and  1/2  hour  counselling  sessions  on 
the  responsibilities  of  home  owner- 
ship will  be  provided. 

How  do  I  apply? 

The  program  is  administered  through 
selected  local  banks  and  mortgage 
companies. 


-or  more  information  abdu! 
this  program  including  the 
complete  list  of  city  and 
town  income  limits  and 
participating  lenders, 
please  call  Fannie  Mae's 
mortgage  program  hotline: 


TREASURY  DEPARTMENT  UPDATE 


Abandoned  Property  Division  (col- 
lects money  and  other  abandoned 
assets  from  financial  institutions  and 
attempts  to  return  them  to  their  right- 
ful owners) 

■♦■  The  1991  Life  Insurance 
Publication  of  unclaimed  property 
owners  took  place  during 
September-October  of  1991.  Over 
10,000  phone  calls  were  answered. 
Also  7,000  mail  inquiries  were 
answered  during  this  period. 

•♦■  Total  Abandoned  Property  remit- 
tances are  over  $31  million  as  of 
December  31st.  This  is  an  increase 
of  45%  over  Pi' 91. 

Administration  and  Computer 
Services  Division  (provides  support 
services  to  the  Treasury  and  adminis- 
ters numerous  special  programs) 

•♦•  Preparation  and  submission  of 
Fiscal  Year  1993  budget  for  the 
Treasury,  State  Retirement  Board 
and  related  accounts 

•f  Consolidation  of  some  functions 
and  responsibilities  to  streamline 
operations. 

■♦■  Continued  upgrade  of  office 
automation  equipment  and  soft- 
ware. 

■♦■  Performed  software  upgrade  of  Data 
Communication  Network  improv- 
ing throughput  and  efficiency. 

>■  Conducting  a  study  to  upgrade 
computer  services  throughout  the 
Treasury. 

Cash  Management  Division  (over- 
sees the  receipt,  disbursement,  recon- 
ciliation and  short-term  investment  of 
state  funds) 


the  State  Comptroller,  and  the  143 
courts  and  159  agencies.  The  pro- 
ject will  result  in  a  significant 
improvement  in  cash  management 
and  forecasting  capabilities. 

Issued  approximately  $427  million 
in  Local  Aid  payments 

■♦■  Revised  and  expanded  the 
Commonwealth's  cash  forecasting 
model  which  details  the  State's 
projected  and  actual  revenue  and 
disbursements.  Cash  forecasts  are 
shared  with  the  Executive  Branch, 
Legislative  leaders,  rating  agencies, 
and  selected  financial  institutions. 

4-  Awarded,  in  a  competitive  bid- 
ding process,  the  Department  of 
Revenue/Child  Support  Enforce- 
ment disbursement  account  to  a 
local  banking  institution.  This  will 
result  in  a  total  savings  to  the 
Commonwealth  of  approximately 
$300,000  annually  over  the  previ- 
ous contract. 

>•  Established  a  new  Investment 
and  Forecasting  Department  uti- 
lizing existing  personnel.  This 
reorganization  will  improve  the 
short-term  investments  and  fore- 
casting operations. 

On  December  31st,  28  cities,  towns 
and  regional  school  districts  were 
paid  $1,933,866  which  was  half  of 
the  tuition  owed  them  for  receiv- 
ing non-resident  students  under 
School  Choice.  Working  with  the 
Legislature,  additional  legislation 
was  passed  in  December  provid- 
ing reimbursement  of  50%  for 
communities  that  lost  Chapter  70 
funds  as  a  result  of  School  Choice. 
This  reimbursement  will  help  soft- 
en the  financial  impact  as  a  result 
of  School  Choice. 

Debt  Management  Division  (admin- 
isters the  issuance  and  servicing  of 
state  bonds  and  notes) 


financing  were  as  follows: 

-  Utilized  excess  demand  for 
bonds  and  achieved  signifi- 
cantly lower  interest  rates. 

-  Placed  over  half  of  the  bonds 
with  Massachusetts  investors. 

-  Placed  over  one-third  of  the 
bonds  with  individual  investors. 

-  Achieved  interest  rates  at  pric- 
ing approaching  those  of 
"AA/Aa"  rated  issuers. 

Replaced  the  annual  MBTA  Cost 
of  Service  Note  Issuance  with 
commercial  paper  borrowings; 
thus,  significantly  reducing  the 
interest  cost  for  the  Common- 
wealth and  the  local  cities  and 
towns,  who  are  later  assessed  for 
such  costs. 

Pension  Investment  Division  (man- 
ages state  employees'  and  teachers' 
retirement  trust) 


>  The  balance  in  the  MASTERS 
Trust  on  December  31  was  $6,476 
billion,  an  increase  of  19.25%  over 
the  prior  year. 

The  Trust  increased  in  value 
20.23%  during  the  calendar  year 
of  1991. 

State  Board  of  Retirement  (adminis- 
ters retirement  benefits  for  state 
employees) 

■♦■  The  State  Board  of  Retirement 
retired  2,764  people  in  calendar 
1991,  this  was  an  increase  of  8% 
over  1990.  It  also  counselled  over 
5,000  people  and  paid  over  $322 
million  in  pension  payments  to 
40,000  retired  state  employees. 


•♦■  In  the  process  of  implementing  a 
Cash  Management  project  which 
will  significantly  enhance  cash 
reporting  capabilities  between  the 
Treasurer's  Office,  the  Office  of 


■♦•  Successfully  managed  the 
issuance  of  $365  million  in 
General  Obligation  Bonds  in 
December  1991.  Highlights  of  the 
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In  mid-January,  the  Governor  sub- 
mitted his  version  of  the  state's  fiscal 
1993  budget  to  the  Legislature.  The 
budget,  for  the  new  fiscal  year  begin- 
ning July  1,  is  striking  in  both  its 
form  and  its  content. 

Program/Performance  Budgeting 

In  form,  the  Governor's  budget  is 
dramatically  different  from  past  bud- 
gets. Dubbed  a  "program/perfor- 
mance budgeting  initiative,"  the  pro- 
posal redefines  state  government  into 
342  service  delivery  programs.  The 
new  system  replaces  the  old  budget's 
1200  individual  line  item  appropria- 
tion accounts. 

The  streamlined  program  approach 
is  designed  to  increase  management 
flexibility,  allow  spending  to  be  con- 
trolled at  higher  organizational  levels 
and  permit  greater  accountability.  It 
also  reflects  a  "no  stone  unturned" 
approach  to  budgeting  where  man- 
agers are  asked  to  review  their  bud- 
gets in  their  entirety  rather  than  tak- 
ing some  expenditures  as  a  given. 

The  new  form  of  budget  has  been  the 
topic  of  much  discussion  especially 
among  legislators  accustomed  to  the 
prior  years'  line  item  approach.  This 
is  despite  the  Governor's  assurance 
that  programmed  budgeting  will 
allow  the  Legislature  to  exercise  its 
prerogatives  "in  more  creative,  more 
effective  ways."  There  will  be  much 
legislative  debate  over  this  approach, 
but  the  new  format  has  much  to  rec- 
ommend it. 

Spending  Trends 

State  spending  under  the  proposed 
budget  is  $13,992  billion.  This  com- 
pares with  $13,577  billion  in  spending 
that  is  now  projected  for  the  current 
fiscal  year.  The  current  year  figure, 
however,  has  grown  substantially 
from  the  $13,177  billion  level  envi- 
sioned by  the  budget  signed  into  law 
in  July.  The  proposed  1993  spending 
figure  is  3.06%  greater  than  this  year's 
current  spending  estimate  but  is 
6.19%  greater  than  the  original  spend- 
ing levels  in  the  1992  budget.  A  risk  in 
1993  is  that  supplemental  spending 
may  push  the  final  budgetary  figure 
well  beyond  the  Governor's  proposal 
as  it  has  this  year. 


Tax  Cuts 

The  Governor  has  proposed  a  group 
of  tax  cuts  designee!  to  help  spur  eco- 
nomic recovery.  The  1992  personal 
income  tax  rate  automatically  dropped 
as  of  January  1  from  6.25%  to  5.95% 
because  a  temporary  increase  expired. 
The  Governor's  proposal  would 
retroactively  drop  that  5.95%  rate  to 
5.75%.  His  goal  being  to  reduce  the 
rate  to  5%  over  a  period  of  years.  Also 
in  the  future  is  a  proposed  reduction 
of  the  capital  gains  tax  based  on  how 
long  the  asset  is  held. 

The  Governor  also  proposes  a  series 
of  business  tax  changes  to  promote 
job  growth,  increase  business  invest- 
ment and  help  start-up  manufactur- 
ing businesses.  Finally,  he  is  seeking 
a  change  in  the  Massachusetts  consti- 
tution to  require  that  any  future  tax 
increases  receive  a  two-thirds  majori- 
ty vote  in  the  Legislature  rather  than 
merely  a  simple  majority. 

Revenue  Trends 

Tax  revenue  estimates  for  the  current 
year  have  been  repeatedly  revised 
upward  as  actual  revenues  continue 
to  be  stronger  than  expected.  The  lat- 


est estimate,  taking  into  account  the 
reduction  of  the  personal  income  tax 
rate  to  5.95%,  is  $9,283  billion.  If  the 
further  reduction  to  5.75%  is  adopted, 
it's  $9,225  billion. 

For  the  1993  fiscal  year,  starting  in 
July,  if  all  of  the  tax  changes  sought 
by  the  Governor  are  implemented,  the 
revenues  would  drop  to  $9,150  bil- 
lion. Critics  have  questioned  whether 
these  tax  revenue  reductions  will 
endanger  the  fiscal  progress  that  the 
Commonwealth  has  made  to  date. 

Few  will  argue,  however,  against  state 
government  doing  everything  it  can  to 
spur  economic  recovery.  A  cut  in  the 
personal  income  tax  has  the  direct  effect 
of  leaving  taxpayers  with  more  money 
to  spend  and  invest.  It  also  helps  to 
make  our  state  more  competitive  in 
attracting  business  and  jobs.  For  too 
long,  Massachusetts  has  labored  under 
its  well-deserved  image  as  a  high  tax 
state.  Constructive  steps  by  the 
Governor  and  the  Legislature  to  correct 
that  impression  would  be  a  positive 
development  for  economic  recovery. 
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All  that  being  said,  however,  valid 
questions  remain.  The  reduction  of 
the  personal  income  tax  rate  from 
5.95%  to  5.75%  is  estimated  to  reduce 
revenues  by  $198  million  over  two  fis- 
cal years.  Based  on  our  state's  popu- 


lation of  over  6  million  people,  that 
amounts  to  $33  per  person  in  a  calen- 
dar year  and  a  half.  Arguments  that 
more  direct  targeting  of  those  funds 
might  better  spur  economic  growth 
have  been  made. 

Still  another  concern  is  whether  the 
number  and  amount  of  non-tax  rev- 


enue items  proposed  in  the 
Governor's  budget  will  materialize. 
Some  of  them  will  require  prompt  leg- 
islative action.  Others  have  been 
rejected  by  the  Legislature  in  last 
year's  budget  deliberations.  A  careful 
eye  will  have  to  be  kept  on  these 
items. 


FURTHER  DOWNSIZING  AT  THE  TREASURY 


On  January  21,  exactly  one  year  after 
reducing  his  staff  by  25%,  the 
Treasurer  announced  further  person- 
nel reductions  for  the  Treasury.  The 
further  cuts  of  13%  will  bring  the  total 
net  reduction  of  Treasury  personnel 
to  33%  since  January  1991. 

The  savings  in  salary  and  benefits 
from  this  latest  reduction  will  total 
more  than  $750,000  per  year,  starting 
in  fiscal  year  1993. 

Some  specific  aspects  of  the  reorgani- 
zation plan  include: 

♦  A  net  reduction  of  23  positions  in 
the  Treasury  and  State  Board  of 
Retirement  bringing  the  total  num- 
ber of  employees  to  157. 


♦  Privatization  of  auditing  services 
of  the  Abandoned  Property 
Division.  A  bidding  process  was 
conducted  and  a  contract  will  be 
awarded  to  the  auditing  firm  of 
Andreoli,  Johanson  and  Wood,  the 
nation's  leading  expert  on  aban- 
doned property,  and  an  advisor  to 
29  states. 


♦  Addition  of  two  positions  in  the 
Pension  Department  that  are 
expected  to  generate  between 
$200,000  to  $300,000  of  new  profit 
for  the  State  by  using  new,  sophis- 
ticated investment  instruments 
and  securities  lending. 


♦  A  consolidation  of  all  securities, 
investment,  and  cash  forecasting 
positions  from  the  Pension, 
Abandoned  Property  and  Cash 
Management  Departments,  result- 
ing in  a  reduction  of  three  positions. 

♦  Merging  of  all  mail,  payroll  and 
accounts  payable  positions 
throughout  the  Treasury  into  the 
Administration  Department, 
allowing  for  a  reduction  of  five 
positions. 

♦  Implementation  of  a  new  computer 
security  system  to  increase  the 
safety  and  efficiency  of  the  State's 
computer  services. 


STATE  LOTTERY  REPORT 


The  Treasurer  serves  as  Chairman  of 
the  State  Lottery  Commission  and 
appoints  its  Director. 

Recent  developments  at  the  Lottery 
include: 


♦  A  direct  mail  coupon  piece  was  sent 
to  approximately  2  million  house- 
holds throughout  Massachusetts, 
promoting  the  use  of  Lottery  season 
tickets  as  gifts  and  a  20th  anniver- 
sary lottery  calendar  containing  $25 
in  coupons  that  are  redeemable 
throughout  1992. 

♦  Among  the  new  products  intro- 
duced during  the  last  quarter, 
were  a  $10  and  $25  gift  certificate, 
a  season  ticket  for  Mass  Cash  and 
a  $25  season  ticket  for  each  of  our 


three  Lotto  type  products: 
Megabucks,  Mass  Millions  and 
Mass  Cash. 

♦  Sales  during  the  last  quarter  were 
$7.7  million  higher  than  the  same 
quarter  of  1990  and  $33  million 
above  the  previous  quarter  of  this 
year. 

♦  The  $41  million  sales  volume  for 
the  week  ending  December  14, 
1991,  was  the  second  highest  in 
the  history  of  the  Lottery  and  the 
highest  in  over  two  years. 

♦  Based  upon  the  latest  available 
figures,  the  Massachusetts  Lottery 
continues  to  rank  as  the  top 
Lottery  in  the  country  with  week- 
ly per  capita  sales  of  $5.25  fol- 
lowed by  the  District  of  Columbia 


at  $4.34,  South  Dakota  at  $3.67  and 
Florida  at  $3.38. 

♦  Sales  for  calendar  1991  increased  to 
$1.6  billion,  the  highest  in  the  20  year 
history  of  the  Massachusetts  Lottery. 
This  increase  is  significant  in  light  of 
the  sales  decreases  experienced  by 
several  other  state  lotteries. 


Questions,  comments  or  sugges- 
tions regarding  this  Fiscal 
Update  may  be  sent  to: 

Fiscal  Update 
c/o  Treasurer  Joe  Malone 
State  House  -  Room  227 
Boston,  MA  02133 
(617)  367-6900 


Treasurer  Joe  Malone 

State  House 
Boston,  MA  02133 


First  Class  Mail 
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STATE  TREASURER  URGES  pSTATE  TAX  REFORM 


A  Governor's  Task  Force  re- 
cently said: 

Many  people  in  the  business  com- 
munity have  long  felt  that  theMas- 
sachusetts  estate  tax— largely  be- 
cause of  its  rate  structure  and  its 
failure  to  exempt  all  spousal  trans- 
fers of  property— has  encouraged 
the  flight  to  other  states  of  capital, 
income  and  consumption  tax  rev- 
enues, and  business  expertise. 

The  Legislature  is  now  deliber- 
ating estate  tax  reform.  I  urge 
that  they  do  the  right  thing  and 
bring  Massachusetts'  policies  in 
line  with  the  majority  of  other 
states. 

»^ 

Benjamin  Franklin  said,  "...  in 
this  world,  nothing  is  certain 
but  death  and  taxes."  Estate 
taxes  combine  these  two  un- 
pleasant certainties.  They  are 
imposed  on  the  property  that  a 
person  owns  at  the  time  of  their 
death. 

In  the  past  several  years,  there 
have  been  several  significant 
changes  in  the  way  that  the  state 
of  Massachusetts  and  the  feder- 
al government  tax  estates.  The 
net  result  of  those  changes  is 
that  the  federal  government 
now  imposes  an  estate  tax  on 
far  fewer  of  our  residents  than 
our  state  government  does. 

The  major  difference  between 
the  two  taxing  schemes  is  that 


the  federal  government  taxes  es- 
tates over  $600,000.  The  state's 
threshold  is  only  $200,000.  Also, 
the  federal  government  allows  the 
entire  amount  left  to  a  spouse  to 
pass  to  them  free  of  tax.  The  state 
exempts  only  one-half  of  that 
amount. 

In  light  of  those  differences,  it  is 
possible  to  owe  a  substantial  es- 
tate tax  to  the  Commonwealth 
while  owing  nothing  to  the  fed- 
eral government.  In  fact,  such  in- 
stances are  quite  common. 

To  some,  a  $200,000  taxable  estate 
may  sound  substantial  and  that 
the  issues  discussed  here  apply 
only  to  the  very  wealthy.  How- 
ever, one's  estate  for  tax  purposes 
includes  all  types  of  assets.  In 
greater  Boston,  the  average  home 
value  exceeds  $150,000.  A  home 
with  no  mortgage  is  often  an  older 
family's  largest  asset.  For  younger 
families,  life  insurance  will  often 
make  an  estate  taxable.  Thus, 
owing  the  Commonwealth  estate 
taxes  is  not  as  rare  as  it  might  seem 
at  first  blush  and  affects  many 
unsuspecting  working  class  fami- 
lies. 

The  Massachusetts  estate  tax  is 
among  the  highest  in  the  nation.  It 
adds  to  the  so-called  "sponge  tax" 
that  is  employed  by  all  of  our  50 
states  to  tax  estates. 

A  state  sponge  tax  "soaks  up"  a 
portion  of  the  federal  estate  tax 
and  diverts  it  to  the  state.  It  does 
not  increase  the  amount  that 


would  otherwise  be  payable  to  the 
federal  government.  If  a  state 
failed  to  have  a  sponge  tax  provi- 
sion, the  amount  available  would, 
in  effect,  be  forfeited  to  the  federal 
government. 

By  imposing  the  sponge  tax,  Mas- 
sachusetts is  in  line  with  all  of  its 
sister  states.  But  most  of  the  popu- 
lar Sunbelt  retirement  states,  such 
as  Florida,  Arizona  and  Califor- 
nia, have  no  death  taxes  in  excess 
of  the  sponge  tax.  Our  neighbor- 
ing states  of  Maine,  New  Hamp- 
shire, Vermont  and  Rhode  Island 
also  offer  retirees  favorable  tax 
treatment. 

Massachusetts  is  one  of  only  five 
states  to  impose  an  estate  tax  in 
excess  of  the  sponge  tax.  It  is  one 

(Continued  on  Page  4) 
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STATE  LOTTERY  20™  ANNIVERSARY 


This  year  marks  the  20th  anniver- 
sary of  the  Massachusetts  State  Lot- 
tery. In  those  years,  the  Lottery  has 
grown  to  be  the  most  successful  in 
the  country.  Its  overall  success  is 
evident  in  many  ways. 

The  Lottery's  main  function  is  to 
raise  money  for  our  state's  cities 
and  towns.  Over  the  years,  it  has 
been  enormously  successful  in  that 
role.  Since  1972,  over  $4  billion  has 
been  made  available  for  our  state's 
351  communities. 

The  Lottery  also  serves  as  an  enter- 
tainment vehicle  for  its  customers. 
It  has  also  been  very  successful  in 
that  regard  with  over  $7  billion 
going  to  prizes. 

As  a  business,  the  Lottery  also  helps 
other  businesses.  There  are  now 
more  than  6,300  Lottery  agents. 
Over  $700  million  has  been  paid  in 
agent  commissions  and  bonuses  on 
total  sales  of  $12.7  billion. 

Our  goal  is  to  improve  on  those 
successes.  Since  Treasurer  Malone 
took  over  as  Chairman  of  the  Lot- 
tery: 

>■  Fiscal  year-to-date  April  gross 


sales  were  $1,405  billion  and  net 
revenues  were  $409  million,  exceed- 
ing 1991  results  by  6.41  %  and  1 .88%, 
respectively. 

Reduced  staff  at  the  State  Lottery 
by  20%  and  initiated  certain  operat- 
ing efficiencies,  resulting  in  annual 
savings  of  $3.5  million. 

4-  Introduced  MassCash,  a  game 
with  a  top  prize  of  $100,000,  which 
has  proven  to  be  a  big  success  for  the 
Lottery. 

Reduced  the  number  of  vehicles 
used  by  Lottery  staff  from  221  to 
176,  resulting  in  annual  savings  of 
$180,000. 

^  Introduced  the  Wild  20  Instant 
Game  in  January  of  1992,  the 
Lottery's,  as  well  as  the  nation's, 
most  successful  instant  game  in  his- 
tory. 

-♦-  Initiated  test  marketing  of  pull 
tabs  (break-open)  tickets  in  various 
new  lottery  sales  agent  locations 
across  the  state. 

>■  Initiated  purchase  of  instant  game 
dispensing  machines,  in  order  to 
provide  lottery  products  to  a  new 
segment  of  the  market. 


MASSACHUSETTS  LOTTERY 
HIGHLIGHTS 
★★★ 

1971  -  LEGISLATION  TO  CREATE 

LOTTERY 

1972  -  FIRST  DRAWING  (FANEUIL 
HALL)  BIG  MONEY  WEEKLY  GAME 

1974  -  FIRST  STATE  TO  DESIGN 
AND  SELL  INSTANT  GAMES 
★  101  DIFFERENT  TYPES  OF 
GAMES  SOLD  THROUGH 
MARCH  20,  1992 

★  NOW  OVER  $750  MILLION  IN 

BUSINESS  ANNUALLY 

1976  -  FIRST  STATE  TO  DESIGN 
DAILY  NUMBERS  GAME 

★  NOW  OVER  $425  MILLION  IN 

BUSINESS  ANNUALLY 

1982  -  MEGABUCKS  LAUNCHED 
1987  -  MASS  MILLIONS  LAUNCHED 
1991  -  MASSCASH  LAUNCHED 

LARGEST  JACKPOT 
& 

LARGEST  SINGLE  PRIZE 
EVER  AWARDED 

$37,049,360 
(MASS  MILLIONS) 


WHERE  IT  COMES  FROM    LOTTERY  MONEY    WHERE  IT  GOES 


FY  1991  REVENUES  BY  LOTTERY  GAME  FY  1991  REVENUE  SPLIT 

Miscellaneous  Operating 


TREASURY  DEPARTMENT  UPDATE 


On  April  27,  1992,  the  Treasurer,  in 
testimony  before  the  House  Ways 
and  Means  Committee,  cut  $400,000 
from  the  department's  budget  re- 
quest for  fiscal  year  1993. 

During  his  testimony,  he  pointed 
out  that,  at  the  end  of  fiscal  year 
1991,  the  department  returned 
$821,000  in  unused  funds  to  the 
state's  general  fund  from  the 
Treasury's  discretionary  acccounts. 

At  the  end  of  this  fiscal  year,  based 
on  current  estimates,  the  Treasury 
will  again  return  hundreds  of  thou- 
sands of  dollars  to  the  general  fund. 

Since  taking  office  in  January  1991, 
the  Treasurer  has  downsized  the 
Treasury  payroll  from  235  to  158 
employees.  Twenty-six  of  those  cuts 


were  made  in  the  first  four  months 
of  1992.  Some  of  the  funds  saved 
through  these  reductions—  $2.42 
million  in  annual  payroll  costs— ha  ve 
been  used  to  upgrade  equipment 
and  further  improve  efficiency. 

The  State  Board  of  Retirement,  one 
example  of  Treasury  budget  reduc- 
tions, has  cut  annual  costs  from  $2.65 
million  to  $1.85  million.  When  the 
Treasurer  took  office  in  1991,  44 
employees  staffed  the  Retirement 
Board.  That  number  has  been  re- 
duced to  29;  yet,  this  streamlining 
has  not  hampered  services. 

The  Treasury's  Abandoned  Prop- 
erty division  has  also  reduced  costs. 
Expenses  have  been  reduced  from  a 
1988  high  of  $3.6  million  to  last  year's 


DIVISIONAL  HIGHLIGHTS 


$815,000.  This  year  the  Abandoned 
Property  division  expects  to  again 
spend  about  $800,000,  while  bring- 
ing in  a  record  $50  million  in 
unclaimed  dollars. 

As  for  the  future,  the  Treasury  hopes 
to  invest  in  modernization  of  the 
state's  Cash  Management  system  as 
discussed  in  an  accompanying  arti- 
cle. Improvements  to  this  division 
should  generate  many  millions  of 
dollars  for  the  general  fund  in  com- 
ing years. 

After  necessary  improvements  to 
the  operations  of  the  Treasury,  the 
Treasurer  anticipates  continued  re- 
duction of  the  Treasury  budget,  and 
cost-efficiency  at  every  level. 


>■  The  auditing  function  within 
Abandoned  Property  was  privatized 
resulting  in  the  elimination  of  five 
full-time  auditor  positions.  An  out- 
side CPA  firm  was  awarded  the  au- 
diting contract  which  will  result  in 
an  estimated  net  gain  of  more  than 


$1,000,000  per  year  in  receipts. 

Distributed  third  quarter  local  aid 
payments  to  cities  and  towns  on 
March  31,  1992.  This  is  the  third 
consecutive  local  aid  payment  made 
on  schedule.  Timely  payments  as- 


sist local  governments  in  their  finan- 
cial management  and  planning. 

4-  The  balance  in  the  MASTERS  Trust 
on  April  30, 1992,  was  $6,302  billion. 


FISCAL  YEAR  1993  REVENUE  FORECAST 


The  administration  and  legislative 
leaders  recently  announced  agree- 
ment on  a  tax  revenue  estimate  for 
fiscal  year  1 993  that  begins  on  July  1 . 
The  joint  forecast  was  established 
after  a  hearing  where  a  number  of 
expert  economists  testified. 

The  new  forecast  is  $9,685  billion. 
The  forecast  is  higher  than  the 
administration's  original  estimate 
but  also  reduced  the  expected  level 
of  non-tax  revenues.  The  new  figure 
falls  in  the  range  suggested  by  the 
major  witnesses  at  the  hearing: 
Massachusetts  Taxpayers  Founda- 


tion, DRI  and  New  England  Eco- 
nomic Project. 

The  agreement  marks  the  second 
year  that  a  new  procedure  for  rev- 
enue estimates  has  been  in  place.  It 
requires  that  a  joint  estimate  be 
agreed  to  by  May  1 5th,  early  enough 
in  the  budget  process  to  permit  coor- 
dinated planning. 

In  the  past,  unrealistic  revenue  fore- 
casts often  provided  a  springboard 
to  justify  increased  state  spending. 
The  new  process  is  designed  to  make 
the  forecasts  more  reliable.  The  esti- 


mates are  subject  to  review  on  a  quar- 
terly basis. 

The  projections  for  the  current  fiscal 
year  were  clearly  conservative.  Tax 
revenues  are  expected  to  be  almost 
$1  billion  higher  than  the  $8.3  billion 
originally  projected. 

The  1 993  forecast  amount  is  approxi- 
mately 4.3%  or  $402  million  above 
the  latest  revised  estimate  for  fiscal 
year  1992.  The  estimate  is  based  on 
our  current  tax  structure.  It  does  not 
reflect  any  of  the  tax  cuts  proposed 
in  the  Governor's  budget. 


DEBT  REFUNDINGS  SAVE  COMMONWEALTH  $41.5  MILLION 


Two  recent  debt  refinancings  will 
save  millions  of  dollars  over  the 
next  several  years.  The  largest 
savings  came  at  the  Hynes  Con- 
vention Center.  The  Treasurer 
serves  as  Chairman  of  the  Massa- 
chusetts Convention  Center  Au- 
thority. Upon  his  recommenda- 
tion, the  Authority's  board  de- 
cided in  March  to  refinance  $163 
million  of  existing  debt. 

In  April,  involving  a  similar  deal 
for  state  debt,  the  Commonwealth 
refinanced  $192  million.  The  com- 
bined budgetary  savings  to  the 
state  from  these  transactions  is 
$41.5  million  over  the  next  few 
fiscal  years. 


The  essence  of  these  bond 
refundings  is  that  the  Common- 
wealth can  borrow  money  today 
much  less  expensively  than  it 
could  in  the  1980's.  In  simple 
terms,  outstanding  bonds  that 
carry  high  interest  rates  can  be 
paid  off  and  replaced  with  new, 
lower  interest  bonds. 

For  example,  when  the  Hynes 
Convention  Center  was  rebuilt 
in  the  early  1980's,  the  interest 
rates  on  its  bonds  were  in  the  10 
percent  range.  Thus  today's  rates 
offered  a  considerable  savings 
opportunity.  Old  bonds  were 
refunded  by  conducting  a  new 
financing  at  the  lower  rates.  The 
transaction  realized  $27.1  million 


in  budgetary  savings  to  be  ap- 
portioned between  fiscal  years 
1993  and  1994.  In  today's  dol- 
lars that  is  an  $11.67  million  sav- 
ings. 

The  state's  April  refunding  of 
$192.5  million  results  in  budget- 
ary savings  of  $14.4  million  with 
a  present  net  value  savings  of 
$9.9  million.  Response  to  the  re- 
funding was  very  favorable  on 
Wall  Street.  The  new  bonds  car- 
ried a  blended  net  interest  cost  of 
only  6.48  percent.  The  invest- 
ment community  showed  great 
interest  in  these  bonds  with  well 
over  $700  million  in  bids  being 
placed  for  only  $214.7  million  in 
refunding  bonds. 


CASH  MANAGEMENT  TO  BE  MODERNIZED 


Treasurer  Malone  has  undertaken  a 
comprehensive  Cash  Management 
and  Banking  Reform  Project.  It  is 
designed  to  improve  the 
Commonwealth's  cash  manage- 
ment, forecasting  and  investing  abil- 
ities. The  changes  will  help  realize 
millions  of  dollars  in  cost  reduc- 
tions. 

The  Treasurer's  Office  annually  re- 
ceives and  disburses  $19.4  billion  on 
behalf  of  1 68  agencies  utilizing  some 
55  banks.  The  goal  of  the  project  is  to 
increase  the  interest  income  received 
on  these  funds  consistent  with  high 
levels  of  accountability  and  securi- 

ty- 

One  benefit  of  the  project  will  be  to 
improve  the  state's  cash  flow  pro- 
jections. As  the  state  labors  to  im- 
prove its  credit  rating,  it  will  greatly 
benefit  from  a  new  "state-of-the-art" 
cash  management  operation. 

When  the  Treasurer  took  office,  the 
Cash  Management  Division  had  54 
employees.  Since  then  he  reorga- 
nized the  department,  developed  an 


expanded  revenue  cash  forecast 
model  and  organized  an  Investment 
Unit.  The  department  was 
downsized  by  more  than  50%. 

The  latest  project  originated  from  an 
internal  staff  audit  of  all  cash  man- 
agement operations,  activities,  rela- 
tions and  internal  controls.  Based 
on  the  initial  findings,  the  following 
recommendations  were  made: 

•♦■  Modernize  the  Treasury  informa- 
tion system  through  the  utilization 
of  an  integrated  LAN  computer  net- 
work that  would  be  directly  linked 
to  banks  doing  business  with  the 
Commonwealth. 

■♦■  Fully  utilize  electronic  banking 
technology  for  collections  and  ven- 
dor payments. 

■♦■  Centralize  the  Commonwealth's 
banking  relationships. 

•♦•  Standardize  and  negotiate  all  bank 
fees.  Many  agencies  now  pay  their 
own  fees  and  use  compensating  bal- 
ances which  result  in  higher  costs  to 


the  Commonwealth. 

4-  Reduce  cash  balances.  Most  large 
corporations  manage  disbursement 
and  subsidiary  accounts  close  to  a 
zero  balance  in  order  to  minimize 
excess  earnings  credits  and  lost  in- 
terest income. 

•♦•  Implement  uniform  cash  manage- 
ment policies  and  procedures 
throughout  all  state  agencies.  Pres- 
ently, there  are  no  detailed  cash 
management/banking  procedures 
for  agencies  to  follow.  The  goal  is  to 
receive  and  deposit  cash  immedi- 
ately and  to  eliminate  unauthorized 
receipts  and  disbursements  that  are 
outside  the  Com-monwealth's  bud- 
getary appropriation  system. 

The  Cash  Management  staff  has  been 
working  on  this  project  for  several 
months.  The  next  step  is  to  identify 
a  professional  consulting  firm, 
through  a  competitive  bidding  pro- 
cess, that  specializes  in  cash  man- 
agement issues,  to  assist  with  cer- 
tain aspects  of  the  changes. 


EARLY  RETIREMENT  PROGRAM  UNDERWAY 


The  State  Retirement  Board  is  assist- 
ing thousands  of  early  retirees  un- 
der the  state's  new  "Early  Retire- 
ment Incentive"  law.  The  law  should 
prompt  the  submission  of  about 
5,000  applications  for  early  retire- 
ment benefits  before  the  June  15th 
deadline. 

On  Saturday,  May  2— the  first  day 
open  for  submission  of  early  retire- 
ment applications—Treasury  staff 


collected,  time-stamped  and  sorted 
more  than  3,000  applications  from 
employees  across  the  state;  includ- 
ing 400  processed  shortly  after  mid- 
night for  appreciative  employees 
waiting  outside  in  inclement 
weather. 

The  law,  signed  by  Governor  Weld 
in  April,  allows  state  employees  to 
add  a  total  of  five  years  to  their 
"years  of  service"  or  age  for  their 


pension  calculation.  Those  eligible 
must  be  55  or  older,  with  1 0  or  more 
years  of  service,  or  under  55  with  at 
least  20  years  of  service.  This  law 
enables  many  employees  to  retire 
sooner  than  otherwise  possible. 

The  law  is  intended  to  further 
downsize  state  government  and  pro- 
vides that  only  15%  of  the  workers 
who  elect  early  retirement  will  be 
replaced. 


STATE  TREASURER  URGES  ESTATE  TAX  REFORM  (continued  from  page  1) 


of  only  eight  states  that  taxes  the 
transfer  of  assets  to  a  spouse. 

Estate  planners  have  long  recom- 
mended that  older  individuals  with 
substantial  estates  move  out  of  the 
Commonwealth  to  avoid  our  oner- 
ous estate  tax.  When  these  people 
move,  the  state  loses  not  only  death 
taxes  down  the  road,  but  savings 
and  investment  capital  is  lost  today. 
In  addition,  income,  sales  and  other 
taxes  are  not  collected  after  the  move. 

The  Massachusetts  Legislature  is 
currently  considering  whether  to 
phase  in  the  elimination  of  estate 
taxes  other  than  the  sponge  tax.  I 
strongly  urge  them  to  do  so  without 
delay.  I  am  firmly  convinced  that 
such  a  change  will  greatly  enhance 
our  state's  future  and  its  competi- 
tive position  versus  other  states. 

Critics  argue  that  the  current  estate 
tax  will  bring  in  over  $250  million 
next  fiscal  year  and  that  the  sponge 
tax  will  yield  only  28%  of  that 
amount.  They  contend  that  such  a 
substantial  loss  of  revenue  is  not 
practical  given  our  state's  fiscal  di- 
lemma. They  also  attack  estate  tax 
reduction  on  the  issue  of  fairness 
saying  that  such  a  change  would 
only  favor  the  very  rich. 


The  critics  revenue  loss  argument 
has  been  rejected  by  thoughtful 
analysis.  Both  a  Boston  Estate  Plan- 
ning Council  (in  association  with 
the  Mass.  Society  of  CPA's  and  the 
Mass.  Bar  Association)  study  done 
by  Brandeis  University  Professor 
William  Crown  and  a  subsequent 
report  of  the  Governor's  Task  Force 
on  Tax  Policy  and  Capital  Forma- 
tion, soundly  rebut  the  revenue  loss 
contention. 

The  findings  of  Dr.  Crown's  report 
are  very  persuasive.  He  concludes 
that  the  elimination  of  the  estate  tax 
(in  excess  of  the  sponge  tax)  may 
actually  increase  tax  collections.  He 
bases  that  conclusion  on  the  rela- 
tively high  income  of  individuals 
who  migrate  to  avoid  the  present 
estate  tax.  In  his  view,  additional 
income  and  other  tax  collections  over 
these  wealthy  individuals'  lifetimes 
would  more  than  offset  any  even- 
tual loss  of  estate  tax. 

Although  reasonable  minds  could 
differ  over  the  analysis  contained  in 
the  Crown  report,  I  am  convinced 
that  the  case  for  estate  tax  reform  is 
a  strong  one.  With  respect  to  fair- 
ness, although  the  focus  of  the  crit- 
ics is  extremely  wealthy  individu- 


als, many  individuals  of  moderate 
means  are  impacted  by  the  current 
system.  These  include  individuals 
who  stay  in  Massachusetts  when  it 
might  be  in  their  financial  interest 
to  move.  It  also  includes  their  fami- 
lies who  inherit  less  because  of  our 
high  estate  taxes. 

The  current  estate  tax  makes  our 
state  less  competitive  as  it  seeks  to 
attract  and  retain  businesses.  The 
key  to  Massachusetts'  economic  vi- 
tality is  competition  in  the  national 
and  global  marketplace.  Granted, 
estate  taxation  is  a  very  small  part 
of  the  overall  picture  in  businesses' 
decisions  to  relocate  here,  but  it  is  a 
factor. 

Estate  tax  reform  will  sever  yet  an- 
other vestige  of  our  "Taxachusetts" 
reputation. 


Questions,  comments  or 
suggestions  regarding  this 
Fiscal  Update  may  be  sent 
to: 

Fiscal  Update 
c/ o  Treasurer  Joe  Malone 
One  Ashburton  Place  12th 
Floor 
Boston,  MA  02108 
(617)  367-3900 


jade  J  papA^a^  uo  pa^uu  j 


Treasurer  Joe  Malone 

State  House 
Boston,  MA  02133 


First  Class  Mail 
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LETTER  FROM  THE  STATE  TREASURER 


STATE  BOND 
RATING  UPGRADED 

On  September  9,  1992,  the 
country's  two  largest  bond 
rating  firms  upgraded  Mas- 
sachusetts' general  obliga- 
tion debt  to  "A." 

Standard  &  Poor's  Corpora- 
tion and  Moody's  Investors 
Service  had  formerly  rated 
our  debt  as  "BBB"  and  "Baa", 
respectively.  The  improved 
rating  represented  a  triple 
upgrade  by  Standard  & 
Poor's  and  double  upgrade 
by  Moody's. 

The  upgrade  represents  good 
news  for  the  Common- 
wealth. It  is  a  tangible  recog- 
nition of  the  great  progress 
made  in  our  state  finances 
over  the  past  20  months. 

The  change  will  have  several 
positive  results.  First,  when 
the  state  borrows  in  the  fu- 
ture it  will  likely  be  able  to 
borrow  at  lower  interest 
rates. 

Second,  the  upgrades  should 
increase  demand  for  Massa- 
chusetts debt.  One  factor  in 
that  demand  will  be  created 
by  the  many  bank  trust  de- 
partments which  cannot  buy 
bonds  having  an  investment 
grade  lower  than  "A."  Thus, 
the  upgrade  expands  our 
pool  of  potential  investors. 


STANDARD  &  POOR'S 
★  Upgraded  to  A:* 
Sept.  9,  1992 

Affirmed  AT  BBB: 
March  10, 1992 
Downgraded  TO  BBB: 
Dec.  13, 1989 
Downgraded  TO  A: 
July  14, 1989 
downgradedto  aa-minus: 
June  27, 1989 

DoWNGRADEDTO  AA: 

May  17, 1989 
Upgraded  TO  AA-PLus: 
Feb.  9, 1988 

MOODY'S  INVESTORS 

SERVICE 
★Upgraded  to  A:  -a 
Sept.  9,  1992 

Affirmed  AT  Baa: 
Dec.  6, 1991 

DoWNGRADEDTO  Baa: 

March  19, 1990 

DoWNGRADEDTO  BaaI  : 

June 21, 1989 
Affirmed  AT  Aa: 

April  4, 1989 
Upgraded  TO  Aa: 
Feb.  9, 1988 

FITCH  INVESTORS 
SERVICE 

★Affirmed  at  A:  ★ 
Dec.  5,  1991,  Sept.  12,  1991, 
May  21 , 1 991 ,  Dec.  1 0, 1 990 

Downgraded  to  A : 
Sept.  18,  1989 

AA: 
Jan.  30,  1989 

Source:  The  Bond  Buyer 
9/10/92 


The  third  advantage  is  the  so- 
called  "ripple  effect"  of  the 
upgrade.  This  is  the  positive 
impact  that  the  upgrade  will 
have  on  borrowings  that  do  not 
directly  involve  the  Common- 
wealth. This  includes  debt  that 
is  issued  by  state  supported 
agencies  such  as  the  MBTA  and 
other  issuers  who  rely  on  the 
state's  credit.  It  also  causes  the 
debt  of  our  state's  political  sub- 
divisions to  be  viewed  more 
favorably  even  where  there  is 
no  legal  connection  to  the  state's 
credit. 

Finally,  the  upgrades  send  a 
message  that  our  state  is  on  the 
way  back  from  a  fiscal  morass. 
The  message  will  encourage 
business  to  consider  relocating 
or  expanding  here.  Obviously, 
such  indirect  effects  are  often 
impossible  to  quantify  but  the 
strength  of  the  message  should 
not  be  underestim.ated. 

Clearly,  the  upgrade  is  good 
news  but  the  fiscal  restraint  that 
brought  us  there  must  continue 
in  order  not  to  surrender  our 
gains. 


See  Page  2 
FOR  Comments 

FROM  THE 

Rating  Agencies 


COMMENTS  FROM  THE  RATING  AGENCIES 


The  following  remarks  were 
made  by  the  two  major  rating 
agencies  with  respect  to  the 
recent  upgrading  of  the 
Commonwealth's  general  ob- 
ligation debt  rating. 

MOODY'S 

"Application  of  conservative  rev- 
enue assumptions  and  efforts  to 
impose  spending  discipline  have 
reduced  the  Commonwealth's  fi- 
nancial vulnerability  and  restored 
fiscal  control;  the  general  obliga- 
tion bond  rating  is  accordingly  re- 
vised from  "Baa"  to  "A".  While  still 
suffering  the  effects  of  economic 
adversity,  Massachusetts  last  year 
exceeded  its  revenue  targets,  main- 
tained budgetary  balance  despite 
setbacks  in  efforts  to  limit  spending 
growth,  and  lessened  its  reliance 
on  short-term  borrowing  to  finance 
operations.  The  budget  adopted 
for  fiscal  1993  appears  adequate  to 
continue  the  Commonwealth  on  a 
path  to  restoring  financial  stability. 

The  current  circumstances  stand  in 
marked  contrast  to  those  of  the  late 
1980s,  when  extended  inaction  in 
the  face  of  falling  revenue  estimates, 
widening  deficits,  and  an  increas- 
ingly strained  cash  position- 
marked  by  heavy  reliance  on  bor- 
rowing to  sustain  operations— seri- 
ously weakened  the  state's  credit 
position  and  culminated  in 
Moody's  lowering  its  bond  rating 
to  "Baa"  in  March  1990. 

Significant  among  the  factors  con- 
tributing to  last  year's  positive  re- 
sults was  the  improved  communi- 
cation and  cooperation  evident  be- 
tween the  legislature  and  the  ex- 


ecutive branch,  in  contrast  to  the 
situation  which  prevailed  earlier. 
While  policy  and  budget  issues 
remain  the  subject  of  vigorous  dis- 
pute and  debate,  the  current  pro- 
cess has  avoided  unsettling  sur- 
prises in  the  conduct  of  fiscal  policy 
and  has  permitted  the  resolution 
of  issues. 

The  process  of  maintaining  con- 
trol remains  critical,  as  risks  to 
financial  stability  are  still  posed 
by  economic  stress,  the  financial 
burden  and  reduced  flexibility  dic- 
tated by  a  debt  load  now  among 
the  highest  of  the  states,  continu- 
ing spending  pressures,  and  the 
uncertainly  of  savings  expected 
from  program  changes.  Massa- 
chusetts personal  income  rose  only 

1.7  percent  in  1991,  less  than  the 
inflation  rate.  Non-farm  employ- 
ment in  the  state  dropped  by  nearly 
10  percent  from  1988  to  1991,  and 
job  losses  continue  in  1992.  Debt 
service  requirements  for  general 
and  special  obligation  bonds  alone 
are  8.2  percent  of  estimated  fiscal 
1993  spending  requirements, 
nearly  30  percent  higher  than  the 
fiscal  1991  amoimt.  And  budgeted 
funds  spending,  which  actually  fell 

1.8  percent  in  1992,  is  projected  to 
grow  by  8.8  percent  in  fiscal  1993." 


In  addition  to  the  improved  finan- 


cial management  evidenced  by  sat- 
isfaction of  the  above,  the  rating 
change  also  reflects  much  greater 
cooperation  between  the  executive 
branch  and  the  legislature,  and 
improved  budgeting  for  both  op- 
erations and  capital. 

Fiscal  year  1992  preliminary  oper- 
ating statements  reflect  a  $388  mil- 
lion fund  balance,  the  result  of  a 
$150  million  operating  surplus. 
Total  expenditures  for  the  year  of 
$13.7  billion  represent  a  modest 
decline  from  the  $13.9  billion  level 
in  fiscal  year  1991.  Improved  ex- 
penditure control  has  been 
achieved  through  a  combination  of 
service  modifications  and  cuts. 

The  fiscal  1993  budget  appears  bal- 
anced and  fully  funded  but  requires 
$364  million  of  appropriated  sur- 
plus. Expenditure  growth  of  $1.2 
billion  includes  $261  million  of 
growth  in  debt  service  attributable 
to  the  1992  debt  restructuring,  $147 
million  in  pay-as-you-go  construc- 
tion, and  $221  million  in  various 
other  one-time  increases.  Nonre- 
curring revenues,  excluding  sur- 
plus, are  projected  to  contribute 
$229  million  to  the  1993  budget,  far 
below  levels  of  the  past  several 
years. 


(Continued  on  Page  3) 


STANDARD  &  POOR'S 

".  .  .  an  upgrade  to  the  single-' A' 
category  was  possible  [if  the]  fol- 
lowing conditions  [were]  satisfied: 
balanced  financial  results  for  the 
1992  fiscal  year;  a  reasonably  bal- 
anced 1993  budget,  with  reduced 
reliance  on  one-shot  budget  sup- 
ports, and;  further  reductions  in 
short-term  borrowing  needs. 


Short-term  borrowing  needs  and 
cash  flow  pressures  have  returned 
to  levels  consistent  with  past  years 
of  budget  balance.  Maximum  bor- 
rowings outstanding  under  the 
Commonwealth's  commercial  pa- 
per program  in  1992  was  $635 
million;  this  followed  two  years 
with  maximum  amounts  outstand- 
ing of  $1.2  billion.  The  Common- 
wealth will  reduce  the  size  of  the 
commercial  paper  program  to  $800 
million  from  $1.2  billion  in  response 
to  lower  needs,  and  does  not  antici- 


TREASURY  DEPARTMENT  UPDATE 


DEBT  MANAGEMENT 

■♦■  The  Commonwealth  successfully 
completed  debt  refinancings  of 
$214.7  million  in  May  and  $425.6 
million  in  October,  replacing  high 
interest  rate  bonds  and  saving  the 
Commonwealth  more  than  $26 
million  in  future  interest  costs. 

■♦-  The  Commonwealth's  $1.2  bil- 
lion commercial  paper  program  has 
been  significantly  streamlined  to  a 
$400  million  program,  supported 
by  a  syndicate  of  five  of  the  stron- 
gest banks  in  the  world.  Negotia- 
tions continue  with  additional 
banks  to  bring  the  new  program 
size  to  a  total  of  no  more  than  $800 
million. 

ABANDONED  PROPERTY 

For  fiscal  year  1992,  the  Aban- 
doned Property  Division  reduced 
its  staff  by  50%  and  its  non-person- 
nel expenses  by  $244,880.  It  was 
the  most  successful  year  since  the 
abandoned  property  program  be- 
gan in  1951.  Receipts  were  a  record 
$49,196,093  for  the  year  and 
$9,331,089  was  returned  in  pay- 
ment of  claims.  Citizens  can  claim 
their  abandoned  property  plus  in- 
terest at  any  time  from  the 
Treasurer's  office. 


>■  The  abandonment  period  for 
unclaimed  property  such  as  funds 
left  in  bank  accounts,  insurance  pro- 
ceeds and  abandoned  stocks  and 
bonds  has  been  reduced  from  five 
to  three  years.  As  a  result,  the 
division  expects  to  receive  an  addi- 
tional $100  million  in  revenue  dur- 
ing fiscal  year  1993. 

COMPUTER  SERVICES 

-♦•  The  Computer  Services  Depart- 
ment has  made  great  progress  in 
the  implementation  of  a  new  Cash 
Management  System  (CMS).  The 
newly  developed  system  will  in- 
volve: 

□  Consolidation  of  multiple  plat- 
forms. 

□  Automation  of  many  manual  ac- 
counting transactions. 

□  Elimination  of  translation  pro- 
cessing for  other  agencies. 

□  Placing  the  Treasury  in  a  pro- 
active position  relative  to  changes 
in  technology  and  banking  prac- 
tices. 

-♦•  Modifications  were  made  to  the 
Treasury's  electronic  funds  report- 
ing system.    This  has  generated 


more  flexibility  and  reliability  in 
the  way  agency  bank  account  bal- 
ances are  reported  and  concen- 
trated. 

Worked  with  the  State  Board  of 
Retirement  on  various  automa- 
tion projects  including: 

□  Modification  and  rescheduling 
for  a  successful  early  retirement 
program. 

□  Match  processing  of  pension 
data  with  the  databases  of  nation- 
wide death  statistics.  This  will 
allow  the  Retirement  Board  to 
more  readily  identify  improper 
pension  payments. 

RETIREMENT  BOARD 

The  State  Board  of  Retirement 
has  successfully  completed  the  ini- 
tial steps  of  the  Commonwealth's 
Early  Retirement  Incentive  Pro- 
gram. Over  3,650  applicants  out 
of  4,359  were  approved  and  re- 
ceived their  checks  at  the  end  of 
August. 

PENSION  INVESTMENT 

♦  The  balance  in  the  MASTERS 
Trust  on  August  31,  1992,  was 
$6,618  billion. 


TREASURER  FORMS  COALITION  TO  CHANGE  FDIC  PROCEDURES 


Treasurer  Malone  has  formed  a  coa- 
lition of  state  abandoned  property 
officials  to  oppose  procedures  used 
by  the  Federal  Deposit  Insurance 
Corporation  and  Resolution  Trust 
Corporation  ("FDIC"  and  "RTC"). 

The  challenged  procedures  deprive 
depositors  in  failed  or  insolvent 
banks  of  their  funds  if  they  do  not 
claim  them  within  18  months.  The 
federal  procedure  applies 
unclaimed  deposits  to  the  debts  of 


the  failed  bank. 

In  the  past,  funds  not  claimed  would 
have  been  treated  as  abandoned 
property  under  state  law.  This  al- 
lowed depositors  to  reclaim  the 
funds  with  interest  at  any  time  in 
the  future. 

The  Treasurer  was  joined  in  Wash- 
ington, D.C.  by  officials  from  Cali- 
fornia, Texas,  New  York,  Maine, 
Virginia,  Maryland,  Oregon,  West 


Virginia  and  Connecticut  to  voice 
their  opposition  on  Capitol  Hill. 

The  total  amount  unclaimed  by 
depositors  across  the  nation  has 
been  estimated  by  some  at  $500 
million,  with  about  $15  million  at 
issue  in  Massachusetts.  The  coali- 
tion is  working  with  members  of 
the  Massachusetts  congressional 
delegation  on  legislation  that 
would  give  customers  of  failed 
banks  more  time  to  claim  their  in- 
sured deposits. 


TREASURER  MALONE'S  AFFORDABLE  HOUSING 

INVESTMENT  INITIATIVE 


Treasurer  Malone  recently  an- 
nounced an  affordable  housing 
investment  initiative  for  Massa- 
chusetts. This  first  in  the  nation 
program  will  provide  the  capital 
to  make  affordable  rental  hous- 
ing more  available  for  thousands 
of  Massachusetts  low-  and  mod- 
erate-income residents. 

This  is  the  latest  part  of  the  Eco- 
nomically Targeted  Investment 
("ETI")  program  by  the 
Treasurer's  office.  It  will  involve 
the  investment  of  $50  million  of 
the  Massachusetts  State  Teach- 
ers' and  Employees'  Retirement 
System  (MASTERS)  pension 
ftmds.  The  funding  will  enable 
developers,  including  non-profit 
community  development  corpo- 
rations, to  renovate  and  build  af- 
fordable multi-family  apartment 
buildings.  It  is  estimated  that 
1500  to  2000  units  will  be  built  or 
renovated  during  the  three  year 
funding  period. 

The  funds  will  be  used  to  both 
originate  new  loans  and  refinance 
existing  loans  for  affordable 
rental  housing.  To  qualify,  the 
buildings  must  have  at  least  five 


units  and  at  least  50%  of  the  units 
must  be  affordable  by  those  who 
earn  60%  or  less  than  the  area's 
median  income. 

The  program  is  structured  in  con- 
junction with  Local  Initiatives 
Managed  Assets  Corporation 
("LIMAC")  and  Federal  Home 
Loan  Mortgage  Corporation 
("Freddie  Mac")  and  the  MAS- 
TERS Trust.  LIMAC  is  a  non- 
profit community  development 
support  organization.  Freddie 
Mac  is  a  federally  chartered 
agency  that  helps  provide  fi- 
nancing for  affordable  housing. 

The  purpose  of  the  program  is  to 
fill  the  gap  between  the  local 
lenders  and  the  community- 
based  developers  and  property 
owners.  Eligible  lenders  include 
commercial  banks,  savings  insti- 
tutions and  lending  groups.  They 
must  be  Massachusetts-based 
and  approved  by  both  LIMAC 
and  Freddie  Mac.  Under  the 
guidelines  of  the  program,  loans 
that  fulfill  the  financial, 
affordability  and  underwriting 
criteria  will  be  granted  by  local 


lenders.  LIMAC  will  purchase  the 
loans  from  the  local  lenders.  The 
lenders  will  be  committed  to  rein- 
vest the  funds  they  receive  in 
additional  multi-family  loans. 

Once  purchased,  LIMAC  then 
packages  the  loans  and  exchanges 
them  for  Freddie  Mac  securities. 
The  MASTERS  pension  fund  then 
buys  the  Freddie  Mac  securities 
from  LIMAC.  The  securities  are 
government  guaranteed,  have  a 
"AAA"  credit  rating,  and  provide 
a  market  rate  of  return.  They  can 
later  be  sold  by  the  fund  on  the 
secondary  market.  The  Treasurer 
has  committed  $50  million  over 
three  years  to  the  program. 

This  initiative  benefits  the  borrow- 
ers, the  lenders,  the  people  who 
live  in  the  affordable  housing  that 
is  created  and  the  participants  in 
the  MASTERS  Trust.  It  will  in- 
crease the  amount  of  lending  for 
affordable  housing  with  less  risk. 
Overall,  it  will  ultimately  create 
long-term,  fixed-rate  permanent 
financing  for  affordable  multi- 
family  housing. 


COMMENTS  FROM  THE  RATING  AGENCIES  (CONTINUED  FROM  PAGE  2) 


pate  issuing  any  cash  flow  notes 
through  the  first  quarter  of  1993. 
Issuance  for  1993  is  not  expected 
to  exceed  $400  million. 

The  Commonwealth's  single  -  'A' 
rating  also  reflects  the  ongoing  eco- 
nomic downturn,  which  has  re- 
sulted in  the  loss  of  about  10%  of 
state-wide  nonagricultural  em- 
ployment. Although  the  losses  are 
expected  to  abate  in  the  near  fu- 
ture, the  recovery  is  expected  to  be 
very  slow.  Evidence  of  continuing 


softness  in  employment  is  reflected 
in  the  recently  announced  layoffs 
at  Digital  and  Wang.  Debt  levels 
are  high,  in  part  due  to  repeated 
deficit  borrowings  through  fiscal 
1991,  but  should  also  exhibit  slow 
improvement  over  the  long  term 
as  annual  borrowings  are  reduced. 

Massachusetts's  upgrade  to  the 
single-' A'  category  reflects  the  fun- 
damental strength  of  its  economy, 
including  a  highly  educated  work 
force,  good  wealth  and  income  lev- 


els, and  top  tier  universities,  which 
together  make  long-term  economic 
recovery  likely. 

The  rating  outlook  is  'stable',  re- 
flecting the  anticipation  of  slow 
improvement  in  economic  and 
debt  factors.  Additionally,  contin- 
ued cooperation  between  the  ex- 
ecutive and  legislature  are  impera- 
tive to  continuing  fiscal  balance 
given  the  Commonwealth's  de- 
pressed economic  environment." 


ESTATE  TAX  LAW  CHANGES  IMPLEMENTED 


Massachusetts  estate  tax  reform  has 
begun.  The  1993  budget  act  in- 
cluded provisions  that  will  phase- 
out  the  current  law  over  several 
years. 

This  change  is  a  very  positive  step 
for  our  state.  When  fully  imple- 
mented in  1997,  Massachusetts  will 
impose  only  the  so-called  "sponge 
tax"  on  estates.  This  will  bring 
Massachusetts'  death  tax  structure 
in  line  with  most  of  the  popular 
Sunbelt  retirement  states,  such  as 
Florida,  Arizona  and  California. 
Thus,  it  will  be  an  important  incen- 
tive to  keep  individuals,  especially 
those  with  substantial  estates,  from 
moving  away. 


The  "sponge  tax"  is  calculated  in 
connection  with  the  federal  estate 
tax.  Essentially,  it  "soaks  up"  a 
portion  of  the  federal  estate  tax  that 
would  otherwise  be  due  and  di- 
verts it  to  the  state.  Without  the 
sponge  tax,  money  that  the  state  is 
entitled  to  would,  in  effect,  be  for- 
feited to  the  federal  government. 

Prior  to  full  implementation  in  1997, 
the  impact  of  the  current  estate  tax 
will  be  reduced  each  year  by  in- 
creasing the  amount  that  is  exempt 
from  tax.  The  current  exemption  is 
$200,000,  it  will  be  raised  to 
$300,000  in  1993,  $400,000  in  1994, 
$500,000  in  1995  and  $600,000  in 
1996. 


Another  important  change  will  take 
effect  on  July  1,  1994,  Massachu- 
setts will  then  allow  an  unlimited 
marital  deduction.  This  permits 
the  entire  amount  left  to  a  spouse  to 
pass  to  them  free  of  tax.  The  cur- 
rent state  law  exempts  only  one- 
half  of  that  amount. 

The  Massachusetts  Department  of 
Revenue  is  in  the  process  of  imple- 
menting these  changes.  Advisory 
bulletins  explaining  the  changes 
have  been  mailed  to  tax  practitio- 
ners. Instructions  and  returns  are 
being  revised  as  needed. 


STATE  LOTTERY  UPDATE 


The  Massachusetts  State  Lottery 
achieved  record  results  for  the  1992 
fiscal  year  that  ended  on  June  30. 
Sales  reached  an  unprecedented 
$1.7  billion,  an  increase  of  7.9% 
over  the  prior  year.  Net  revenues 
increased  to  a  record  $489  million. 

The  results  are  particularly  impres- 
sive in  the  light  of  the  declining 
lottery  sales  in  other  states.  The 
Massachusetts  Lottery  remains  the 
most  successful  in  the  country  with 
per  capita  sales  of  $6.21  per  week. 
Florida  ranks  a  distant  second  with 
sales  of  only  $3.68. 

Instant  games  grew  both  in  total 
sales  and  in  market  share.  Sales 
reached  $896  million  exceeding 
50%  of  total  Lottery  sales.  The 
Lottery's  20th  anniversary  instant 
"Wild  20"game  deserves  special 
note.  It  was  the  coimtry's  most  suc- 
cessful new  game  grossing  approxi- 


mately $175  million. 

The  Lottery  also  succeeded  in  meet- 
ing a  budgetary  goal  requested  by 
Governor  Weld.  As  a  result  an 
additional  $75  million  in  revenue 
was  raised  to  assist  the  state. 

The  ongoing  efforts  to  streamline 
operations  continued  to  achieve 
more  efficiency  at  lower  cost.  As  a 
result,  over  $5  million  in  unspent 
administrative  funds  were  re- 
turned to  the  state's  general  fimd. 

The  Lottery  continues  to  strive  to 
improve  on  its  successes.  Some  of 
its  short-term  plans  include  a  new 
computer  system  and  other  tech- 
nological improvements;  innova- 
tive product  development  and  new 
games;  instant  game  dispensing 


machines;  and  continuation  of  ad- 
ministrative cost  reduction  and  ef- 
ficiency. 
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FROM  THE  STATE  TREASURER 

1 992  was  a  good  year  for  our 
state's  finances.  For  the  fis- 
cal year  that  ended  in  June, 
our  state  spent  less  than  it 
did  in  the  year  before.  Our 
taxes  were  cut.  In  Septem- 
ber, the  two  major  credit  rat- 
ing agencies  upgraded  us 
from  the  brink  of  junk  bond 
status  to  an  "A"  rating. 


But  there  are  clouds  on  the 
horizon.  A  private  founda- 
tion that  monitors  our  state's 
financial  affairs  says  our 
years  of  fiscal  crisis  are  giv- 
ing way  to  years  of  fiscal 
stress. 

1 993  promises  to  be  a  stress- 
ful year  for  several  reasons. 
Foremost  among  these  is  that 
certain  "budget  buster"  ac- 
counts continue  to  grow 
faster  than  our  revenues. 
Medicaid,  the  MBTA  subsi- 
dies, debt  service  and  state 
employee  benefits  are  all  fa- 
miliar areas  of  concern. 

In  addition,  there  has  been  a 
dramatic  shift  in  the  political 
landscape.  The  Governor  no 
longer  has  enough  members 
of  his  own  party  in  the  state 
senate  to  uphold  his  veto.  An 
important  check  on  runaway 
spending  has  been  lost  and 
the  balance  of  government 
has  been  shifted  toward  the 
legislature. 

Legislative  pressure  for  more 
state  spending  will  almost 
surely  increase  this  year.  As 
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it  stands  now,  estimated  spend- 
ing for  the  1993  fiscal  year  that 
ends  in  June  will  be  the  highest  in 
the  state's  history.  It  is  substan- 
tially higher  than  the  budget  for 
the  prior  year. 

The  current  year's  budget  is  a 
good  example  of  how  difficult 
spending  is  to  curtail  especially 
after  a  period  of  fiscal  discipline. 
Everett  Dirkson  might  have  said 
of  this  year's  process  -  "Fifty  mil- 
lion dollars  here,  fifty  million  dol- 
lars there  and  pretty  soon  you're 
talking  real  money." 

The  current  level  of  spending  for 
this  fiscal  year  seemed  unthink- 
able a  year  ago.  On  January  22, 
1992,  the  Governor  submitted  a 
$13,992  billion  budget  recom- 
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and  Means  Conunittee  proposed  a 
$14.4  billion  budget.  The  Joint  Legisla- 
tive Conference  Committee  hammered 
out  a  compromise  of  $14,486  billion, 
which  the  Governor  reduced  to  $14.18 
billion  with  his  vetoes. 

In  short  order,  $619.9  million  was 
added.  The  additional  expenditures 
include  $186  million  for  public  educa- 
tion, $60  million  in  cost  of  living  ad- 
justments (COLA)  for  retired  public 
employees  for  FY'93  and  another  $15 
miUion  for  COLAs  for  ¥Y'92,  $23  mil- 
lion in  Lottery  aid  to  cities  and  towns, 
and  $5  million  to  tear  down  aban- 
doned buildings  in  Lawrence.  An 
additional  $130  million  in  deficiency 
spending  from  FY' 92  was  authorized 
to  be  included  in  FY'93  disbursements. 
In  September,  lawmakers  passed  $110 
million  for  oitioo  and  to^'iTie  in  infra- 
structure improvements. 


In  December,  over  the  Governor' s  veto, 
the  Legislature  passed  a  13%  pay  raise 
for  state  workers  that  would  require 
the  Commonwealth  to  provide  an  esti- 
mated $46.2  million  in  additional  wages 
over  the  final  half  of  FY'93  and  an 
additional  $184  million  in  FY'94. 

Finally,  there  is  the  expectation  of  sub- 
stantial  supplemental  spending. 
Supplemental  spending  is  money  that 
is  spent  beyond  the  originally  appro- 
priated amount.  Over  the  past  several 
fiscal  years,  with  the  exception  of  1991, 
final  spending  has  consistently  been 
above  the  original  figures.  Since  1983, 
the  percentage  in  which  final  spending 
exceeded  the  original  figure  ranged 
fi-om  1.57%  (1983)  to  13.21%  (1987).  In 
doUars,  overspending  ranged  from  $1 07 
million  (1984)  to  $1,313  billion  (1987). 
Even  taking  into  account  the  year  in 
which  final  spending  was  less  than 
initial  projections,  spending  excesses 


averaged  $706.4  million  (6.865%)  over 
that  period. 

After  a  short  period  of  fiscal  resfraint, 
we  cannot  afford  to  return  to  our  pre- 
vious spending  practices.  We  cannot 
allow  a  short  period  of  temperance 
and  a  small  budget  surplus  to  make  us 
complacent. 

As  the  chart  below  makes  clear,  our 
problems  are  not  fuUy  behind  us.  We 
must  address  the  issue  of  spending 
now,  as  the  debate  over  the  fiscal  1994 
budget  begins  in  earnest. 


STATE  EXPENDITURES  -  BUDGETED  OPERATING  FUNDS 


(in  millions) 


Expenditure  Category 

1988 

FISCAL  YEAR 

1989  1990 

1991 

1992 

Est. 
1993 

Increase 
1988  to  1993 

Direct  Local  Aid 

$2,769 

$2,961 

$2,937 

$2,608 

$2,278 

$2,852 

3% 

Medicaid 

1,641 

1,834 

2,121 

2,765 

2,818 

3,049 

86% 

Public  Assistance 

838 

924 

1,001 

1,092 

1,065 

1,087 

30% 

Higher  Education 

746 

743 

702 

609 

534 

537 

-28% 

MBTA  and  Regional 

Transit  Authorities 

274 

309 

354 

406 

450 

512 

87% 

Pensions 

600 

660 

672 

704 

752 

882 

47% 

Group  Health  Insurance 

282 

341 

433 

446 

466 

508 

80% 

Debt  Service 

564 

650 

771 

942 

898 

1,221 

117% 

Major  Programs 

7,714 

8,422 

8,991 

9,572 

9,261 

10,648 

38% 

Other  Program 

Expenditures 

3,973 

4,310 

4,346 

4,093 

4,343 

4,428 

11% 

Total  Program 

Expenditures 

11,687 

12,732 

13,337 

13,665 

13,604 

15,076 

29% 

Interfund  Transfers  and 

Other  Uses 

381 

249 

138 

399 

310 

320 

Total 

$12,068 

$12,981 

$13,475 

$14,064 

$13,914 

$15,396 

28% 

Sources:  For  1988-1992:  Statutory  Basis  Financial  Report  for  FYE  6/30/92,  prepared  by  the  Office  of  the  Comptroller. 


For  estimated  1993:  Massachusetts  Bond  Offering  Statement  (1 1/1/92).  Footnotes  omitted. 


UNFUNDED  PENSION  LIABILITY 


The  recent  release  of  a  study  by  the 
U.S.  Congress'  General  Accounting 
Office  drew  attention  to  our  state 
government's  substantial  un- 
funded pension  liability.  The  study 
pointed  out  that  our  state's 
unfunded  liability  is  among  the 
highest  in  the  country. 

By  law,  the  state  is  responsible  for 
payment  of  the  following  pension 
benefits: 

>■  State  Employees'  Retirement  Sys- 
tem 

Massachusetts  Teachers'  Retire- 
ment System 

♦  Boston  Teachers 

Cost  of  Living  allowances  for  104 
local  retirement  systems. 

The  state's  unfunded  liability  ex- 
presses in  today's  dollars  the  total 


amount  that  will  need  to  be  paid  out 
in  future  benefits  less  expected  future 
contributions  and  earnings  and  the 
current  amount  on  hand. 

Calculating  the  unfunded  liability  is 
a  very  complicated  actuarial  process. 
It  involves  making  many  assump- 
tions that  are  today's  "best  guesses" 
about  the  future.  For  example,  the 
future  number  of  employees,  their 
rates  of  pay,  the  amount  of  any  raises 
or  cost  of  living  adjustments  that  they 
will  receive,  how  long  they  will  work 
for  the  state,  their  retirement,  mortal- 
ity and  disability  rates,  the  rate  of 
inflation,  and  the  rate  of  return  on 
invested  retirement  funds  are  all  fac- 
tors that  must  be  "guessed  at." 

The  unfunded  liability  is  recalculated 
every  three  years.  It  is  due  to  be 
recalculated  as  of  the  first  of  this  year. 
The  last  estimate  in  1990  was  $10,869 
billion.  The  new  estimate  can  be  ex- 
pected to  be  different. 


In  1988,  a  forty  year  plan  to  fund 
pension  liabilities  was  adopted  by 
the  state.  The  graph  below  sets  forth 
the  balance  of  the  funding  schedule. 
Payments  range  from  $764  million 
due  this  fiscal  year  to  $6.3  billion  in 
2028.  To  illustrate  this  problem;  $764 
million  is  approximately  5%  of 
today's  $15  billion  budget,  by  way  of 
comparison  $6.3  billion  is  5%  of  a 
$126  billion  budget.  This  large  growth 
of  the  payments  due  in  the  later  years 
is  certainly  a  cause  for  concern. 

Therefore,  the  revised  1993  estimate 
is  very  important  and  we  will  be 
monitoring  it  very  closely.  In  the 
meantime,  participants  in  the  system 
may  rest  assured  that  the  unfunded 
liability  in  no  way  effects  the  state's 
strong  commitment  to  meeting  all  of 
its  pension  obligations  both  now  and 
in  the  future. 
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YEAR  1993  TAX  REVENUES 


In  May,  legislative  leaders  and  the 
administration  jointly  agreed  to  a 
$9,685  billion  estimate  of  tax  revenues 
for  fiscal  year  1993.  The  figure  repre- 
sents an  increase  of  $201.4  million 
(2.1%)  over  fiscal  1992. 

The  tax  revenue  estimate  is  important 
because  the  budget  figures  are  based 
upon  it.  As  of  December  31,  the  half- 
way point  in  the  fiscal  year,  revenues 
were  running  slightly  above  expecta- 
tions. 

December  revenues  alone  ran  8.9% 
ahead  of  the  prior  year.  From  July 
through  December,  tax  revenues  ran 
$102.7  million  (2.3%)  above  projec- 
tions and  totals  $179  million  (4.1%) 
above  last  year.  Tax  officials  suggest 
that  these  positive  results  will  mean 
that  the  official  estimate  of  $9,685  bil- 
lion for  the  fiscal  year  will  be  achieved 
or  possibly  exceeded. 


TAX  REVENUE  BY  CATEGORY 
FIRST  HALF  OF  FISCAL  YEAR  1993 
(JULY  TO  DECEMBER  1992) 


INCOME 
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One  measure  of  the  size  of  state  gov- 
ernment is  the  number  of  full-time 
equivalent  employees  on  the  state 
payroll.  After  rapid  growth  in  the 
mid-eighties,  the  state's  workforce 
continues  to  gradually  decline. 

As  of  August  29, 1 992, 63,941  full  time 
equivalent  employees  were  on  the 
state  payroll.  These  are  Common- 
wealth employees  paid  through  the 
annual  operating  budget  (or  retained 


revenues).  It  does  not  include  sea- 
sonal employees  (1,674)  or  mem- 
bers of  boards  or  commissions 
(136)  nor  the  large  number  of  em- 
ployees of  the  state's  independent 
authorities,  such  as  the  MBTA, 
Turnpike  and  Massport. 

Approximately  55,272  (or  86%)  of 
the  employees  work  under  the  con- 
trol of  the  Governor.  These  in- 
clude the  employees  of  the 


Commonwealth's  colleges  and  uni- 
versities. The  balance  of  the  workforce 
are  employed  by  the  Legislature,  the 
judiciary  and  the  other  constitutional 
offices. 

As  the  graph  illustrates,  from  June 
1988  to  August  1992,  the  number  of 
employees  dropped  by  16,398  or  ap- 
proximately 20.4%. 


TREASURER  ANNOUNCES  SECOND  PHASE  OF 
AMERICAN  DREAM  PROGRAM 


Treasurer  Malone  recently  launched 
Phase  II  of  the  Middle  Class  Ameri- 
can Dream  program.  This  home  loan 
program  is  designed  to  assist  middle- 
income  families  who  lack  the  down- 
payment  or  a  sufficient  household 
income  to  qualify  for  a  conventional 
mortgage. 

The  American  Dream  is  a  $125  mil- 
lion investment  of  pension  funds 
from  the  $6.4  billion  Massachusetts 
State  Teachers'  and  Employees'  Re- 
tirement System  (MASTERS)  Trust. 
The  funds  will  be  invested  by  pur- 
chasing mortgage  backed  securities 
from  the  Federal  Home  Loan  Mort- 
gage Corporation  (Freddie  Mac). 
These  securities  are  government 
guaranteed,  have  a  "AAA"  credit 
rating,  and  provide  a  market  rate  of 
return. 


INCOME  LIMITS 
FOR  PHASE  II 

(SELECTED  CITIES  &  TOWNS) 


ARLINGTON  $68,850 

BOSTON  $68,850 

BROCKTON  $62,505 

CAMBRIDGE  $68,850 

FALL  RIVER  $48,870 

FRAMINGHAM  $68,850 

HAVERHILL  $64,800 

LYNN  $68,850 

MEDFORD  $68,850 

NEW  BEDFORD  $48,465 

NEWTON  $68,850 

PEABODY  $70,335 

PITTSFIELD  $54,405 

QUINCY  $68,850 

SOMERVILLE  $68,850 

WAREHAM  $44,955 

WEYMOUTH  $68,850 

WORCESTER  $58,320 


The  Federal  Home  Loan  Mortgage 
Corporation  is  a  federally  chartered 
agency  that  provides  financing  for 
affordable  housing.  Freddie  Mac 
does  not  make  loans  directly  to 
Massachusetts  consumers,  but 
rather  purchases  the  mortgages 
from  lending  institutions.  The  mort- 
gages are  then  pooled  together  and 
sold  as  a  security  to  pension  funds 
such  as  the  MASTERS  Trust.  The 
structure  allows  the  pension  funds 
to  be  safely  invested  while  also 
helping  to  stimulate  the  residential 
real  estate  market  in  Massachusetts. 

More  than  1100  families  realized 
the  dream  of  home  ownership 
through  Phase  I  of  the  program.  It 
is  estimated  that  1200  more  families 
will  participate  in  Phase  II. 

The  Middle  Class  American  Dream 
program  was  recommended  by  the 
Treasurer's  Economically  Targeted 
Investment  Advisory  Panel.  The 
panel  is  a  blue-ribbon  group  of  pen- 
sion experts  from  various  universi- 
ties and  companies  across  the  state. 
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PROGRAM  HIGHLIGHTS 

Loans  are  available  for  Mas- 
sachusetts residents  to  pur- 
chase owner-occupied 
homes  in  the  Common- 
wealth. 

Relaxed  downpayment  re- 
quirements. Only  5%  down 
for  single  family  homes  with 
a  "3/2  option",  where  2%  of 
your  downpayment  can  be  a 
gift  from  a  family  member. 
Only  a  10%  down-payment 
is  required  for  a  multi-family 
home. 

Upper  income  limits  range 
from  $44,955  to  $70,335.  The 

maximum  household  income 
allowed  varies  depending 
upon  where  the  home  is  lo- 
cated. 

Relaxed  underwriting  stan- 
dards. 33%  of  your  income 
can  be  put  toward  your  hous- 
ing expenses  rather  than  the 
traditional  28%. 

*** 

No  threshold  requirement 
to  provide  two  months  of 
principal  and  interest  in 
household  savings. 

Reduced   closing  costs. 

Fewer  points,  reduced  legal 
fees  and  innovative  mortgage 
insurance  products  help  re- 
duce out-of-pocket  expense. 


jadB  J  papXDs^  uo  pa^uu  j 


Treasurer  Joe  Malone 

State  House 
Boston,  MA  02133 
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UNFUNDED  PENSION  LIABILITY  DROPS  B  Y22% 


The  newest  study  of  the 
Comrnonwealth's  unfunded  pen- 
sion liability  is  great  news  for  our 
state's  taxpayers.  Strong  growth 
in  our  state's  pension  funds,  re- 
ducing the  number  of  state  em- 
ployees and  improved  data  all 
contributed  to  a  22%  drop  in  the 
projected  unfunded  liability.  The 
graphs  to  the  right  summarize 
the  changes. 

Strong  pension  fund  performance 
was  the  major  reason  for  the  de- 
cline in  the  unfunded  liability. 
The  recently  released  study  shows 
the  pension  funds  growing  by  26  % 
in  the  two  years  ending  January  1 , 
1992. 

%  Groivth 
(1/90  to  1/92) 

All  Funds  26% 

MASTERSTrust  31% 
PRIT  16% 
Boston  Teachers  24% 

The  state's  legal  pension  obliga- 
tions are  made  up  of  the  follow- 
ing: 

(1)  State  Employees'  Retirement 


System,  (2)  Massachusetts  Teach- 
ers' Retirement  System,  (3)  Boston 
Teachers  and  (4)  Cost  of  Living 
Allowances  for  104  Local  Retire- 
ment Systems. 

The  MASTERS  Trust  is  adminis- 
tered within  the  Treasurer' s  office, 
the  PRIT  fund  is  administered  by 
the  Pension  Reserves  Investment 
Management  Board  where  the 
Treasurer  serves  as  chairman  ex- 
officio,  and  the  Boston  Teachers 
funds  are  managed  by  the  City  of 
Boston. 

The  last  issue  of  the  Fiscal  Update 
(Winter  1993)  contained  a  descrip- 
tion of  the  funding  schedule  that 
the  state  is  using  to  address  the 
unfunded  pension  liability  prob- 
lem. The  new  study's  large  reduc- 
tion in  the  liability  will  reduce  those 
required  payments  in  the  future. 


Pension  Liability 


This  development  will  also  hgr^e^^a 
positive  bearing  on  the  stateV?>4^y.  .i 
ture  credit  rating.  In  the  past,  the  ^T'^/lr 
state's  unusually  high  unfunded"^/! 
pension  liability  has  been  deemed 
to  be  a  negative  factor  in  judging 
our  creditworthiness. 


Pension  Fund 
Assets 
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INNOVATION  SPURS  LOTTERY  TO  RECORD  YEAR 


1992  MARKS  SALES  RECORD 


NEW  INSTANT  GAMES 


Instant  game  sales  in  calendar  year 
1992  spurred  the  Massachusetts 
State  Lottery  to  record  levels. 
Sales  of  instant  games  grew  al- 
most 40%  for  the  year.  For  1992, 
those  sales  exceeded  $1  billion 
compared  to  $758  million  for  the 
year  before. 

Success  in  instant  game  sales  de- 
pends upon  innovative  market- 
ing and  creative  new  product  de- 
velopment. In  1992,  the  Lottery's 
twentieth  anniversary  year,  WILD 
20  and  WILD  20  II  were  the  first 
$2  instant  games.  WILD  20 
proved  to  be  the  most  successful 
instant  game  in  the  Lottery's  his- 
tory with  sales  of  $1 75  million. 

The  Holiday  Bonus  instant  game, 
a  $5  ticket,  also  contributed  very 
strong  sales  in  the  month  of  De- 
cember. The  Lottery  hopes  to 
build  on  these  successes  during 
1993. 

TOTAL  SALES 

Overall  sales  for  the  Lottery  also 


grew  substantially  during  calen- 
dar year  1992.  A  record  $1.86 
billion  in  gross  sales  marked  a 
16.6%  increase  over  the  prior  year. 

The  Lottery  continues  to  lead  the 
nation  in  per  capita  sales.  The 
$6.13  per  week  average  for  1992 
represents  a  substantial  increase 
from  1991  sales  of  $5.28. 

The  Massachusetts  Lottery's 
growth  in  sales  led  all  of  the 
country's  comparable  lotteries. 

OPERA  TING  EXPENSES 

The  operating  efficiency  of  the  Lot- 
tery also  increased  during  1992. 
Total  administrative  expenses  de- 
clined as  a  percentage  of  gross  sales. 
Expenses  for  1992  totalled  3.45% 
compared  to3.7%  for  the  prior  year. 

In  the  two  years  of  Treasurer 
Malone's  administration,  staffing 
levels  at  the  Lottery  have  declined 
by  23%.  The  number  of  employees 
now  stands  at  410  versus  535  in 
January  of  1991.  The  fleet  of  Lot- 
tery vehicles  has  been  reduced 


from  221  to  1 76  during  the  same 
period. 

NET  PROFIT 

The  Lottery's  continued  success 
is  great  news  for  our  state's  com- 
munities. The  Lottery's  "net 
profit"  is  the  difference  between 
its  sales  and  its  costs  and  expenses. 
The  net  profit  represents  funds 
that  are  available  for  distribution 
to  the  state's  cities  and  towns.  For 
1992,  that  amount  grew  by  12.2% 
to  $520  million. 

LOOKING  FORWARD 

The  end  of  the  calendar  year  in 
December  also  marks  the  mid- 
point of  the  1993  fiscal  year.  Sales 
for  that  first  half  were  $934  mil- 
lion, a  18.7%  increase  over  the 
prior  fiscal  year. 

The  Lottery's  continued  success 
will  allow  it  to  maintain  its  strong 
financial  commitment  to  our  local 
communities  as  well  as  offering 
interesting  entertainment  for  its 
customers. 


Where  it  Comes  From       LOTTERY  MONEY 


Megabucks 

MassMillions  ^"^^ 
5% 


MassCash 
5% 


Instant 
Games 
57% 


Numbers 
Game  24 '^2% 

Other '^2% 


Operating 
Expenses  3% 


Where  it  Goes 


Sales  Agents  6% 


Net  Profit  28% 


Calendar  Year  1992 


Prizes  63% 
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DEFERRED  COMPENSATION  PLAN  IMPROVED 


INVESTMENT  CHOICES  EXPANDED 


The  Treasurer  recently  announced 
the  settlement  of  a  lawsuit  with 
Nationwide  Life  Insurance  Com- 
pany. The  state  had  sued  Nation- 
wide after  negotiations  on  behalf 
of  the  participants  of  the  state's 
Deferred  Compensation  Plan 
were  unsuccessful. 

Since  1 977,  Nationwide  had  pro- 
vided plan  participants  with  a 
fixed  annuity  investment  option. 
Until  recently,  over  90%  of  the 
participants'  funds  were  invested 
with  Nationwide.  Only  two  other 
options  were  available,  one  in- 
volving life  insurance  and  the 
other,  a  savings  option. 

One  of  the  Treasurer's  priorities 
since  taking  office  has  been  to 
give  the  plan's  participants  a  wider 
choice  of  investment  options.  As 
a  result,  a  number  of  options,  in- 
cluding seven  mutual  funds,  have 
been  added  to  the  plan.  They 
represent  four  categories:  con- 


GROWTH  CHART 


servative  risk,  moderate  risk, 
higher  risk  and  socially  respon- 
sible. 

Prior  to  the  settlement  with  Na- 
tionwide, however,  transfers  for 
the  new  investment  options  were 
made  difficult  by  a  4%  withdrawal 
fee.  Any  funds  held  by  Nation- 
wide for  less  than  12  years  were 
subject  to  a  4%  charge  if  they  were 
moved  to  another  investment  un- 
der the  plan.  Thus,  transferring 
funds  from  Nationwide  to  the  new 
investment  options  was  an  expen- 
sive proposition. 

Under  the  settlement  agreement, 
plan  participants  were  able  to 
move  any  funds  from  their  Na- 
tionwide account  without  a  pen- 
alty, if  they  did  so  prior  to  April 
15,1993.  Afterthatdate,al%fee 
is  being  assessed.  By  July,  Na- 
tionwide will  have  surrendered 
all  of  the  funds  it  holds  on  behalf 
of  the  plan. 


Participants 
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HIGHLIGHTS 
FOR  PLAN 
PARTICIPANTS 

★  ★  ★ 

Plan  participants  now  have  more 
control  over  their  financial  futures. 
They  have  many  more  investments 
from  which  to  choose.  As  a  result, 
they  are  more  able  to  directly  man- 
age their  money  by  no  longer  being 
penalized  when  they  choose  to  move 
their  funds  from  one  investment  op- 
tion to  another. 

Nationwide  will  surrender  all  fixed 
annuity  funds  still  held  by  them  to 
the  Commonwealth  by  July  30, 1993. 
There  will  be  a  17c  penalty  levied 
against  the  plan  for  funds  invested 
with  the  Nationwide  fixed  annuity 
after  April  15, 1993,  a  decrease  from 
contractual  level  of  4%. 

Plan  participants  will  be  credited  all 
administrative  and  deferred  sales 
charges  assessed  and  collected  from 
them  by  Nationwide  since  October 
1988,  a  total  of  almost  $4  million. 

Nationwide  will  credit  all  fixed  an- 
nuity participants  in  theplan  with  a 
7%  net  interest  rate  retroactive  to 
January  1993,  an  increase  from  6.03% 
which  was  being  credited  to  partici- 
pants. 

★  *  ★ 
Investment  Options 

MutualFunds 

*l*  Conservative  Risk  (2  funds) 

❖  Moderate  Risk  (2  funds) 

❖  Higher  Risk  (2  funds) 
Socially-Responsible  fund 

The  Income  Fund 

Savings  Option 

Life  Insurance  Option 
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DEBT  REFINANCING  SAVES  $50  MILLION 


Low  interest  rates  and  the 
state's  improved  bond  rat- 
ing combined  for  a  very  suc- 
cessful refunding  bond  is- 
sue in  February.  The  $899 
million  in  new  bonds  sold 
at  the  lowest  true  interest 
cost  (5.361  %)  achieved  by  a 
state  general  obligation 
bond  sale  in  more  than  5 
years. 

These  bonds  will  save  the 
Commonwealth  more  than 
$50  million.  The  savings 
are  shown  in  the  table  to  the 
right. 

The  bond  issue  was  ex- 
tremely popular  with  inves- 
tors. The  issue  sold  during 


Deht  Savinps 

($  In  Millions) 

riscui  i€ur  lyyj 

Fiscal  Year  1994 

$12,574 

Fiscal  Year  1995 

$10,780 

Future  Years 

$3,848 

Total  Debt  Service  Savings 

$49,146 

Savings  from 
Restructuring  an 
Escrow  Arrangement 

$2,733 

Total  Benefit  for  the  State 

$51,879 

one  of  the  strongest  munici- 
pal market  rallies  in  the  last 
ten  years.  In  response  to 
that  demand,  the  proposed 
size  of  the  offering  was  in- 
creased from  an  original 
$450  million  to  the  final  $899 
million. 

Even  then,  institutional  "pri- 
ority" orders  reached  al- 
most $1  billion.  Massachu- 
setts retail  orders  received 
special  priority  and  $148 
million  in  bonds  were  sold. 
Massachusetts  institutional 
investors  purchased  an- 
other $134  million  of  the 
bonds.  The  $282  million 
total  sold  in  Massachusetts 
represented  over  31  %  of  the 
sale. 


WATER  POLLUTION  CLEAN  UP  BONDS  SOLD 


The  Massachusetts  Water  Pollu- 
tion Abatement  Trust  is  a  state 
revolving  fund  to  finance  vv^aste- 
water  projects.  The  Treasurer 
serves  as  its  Chairman  and  the 
Trust  operates  w^ithin  his  office. 

In  March,  the  Trust  had  its  first 
bond  sale.  With  the  proceeds,  the 
Trust  made  its  first  loans,  total- 
ling $1 48.6  million,  under  its  new^ 
Leveraged  Loan  Program  to  the 
Massachusetts  Water  Resources 
Authority  ("MWRA").  The 
MWRA  affects  water  or  sewer 
service  in  61  communities  com- 
prising about  44%  of  our  state's 
total  population. 

The  Trust  draws  funds  from  a 
variety  of  sources  to  fund  waste- 


water projects.  Federal  and  state 
funds  are  leveraged  with  the  pro- 
ceeds from  bonds  sales  to  provide 
most  of  the  funding.  As  a  revolv- 
ing fund,  loans  that  are  repaid  to 
the  Trust  can  then  be  lent  out  again. 

Loans  are  made  to  local  communi- 


ties based  on  environmental  pri- 
orities established  by  the  State's 
Department  of  Environmental 
Protection.  In  addition  to  the 
MWRA  loans,  the  Trust  has  is- 
sued commitments  totaling  $1 02 
million  for  50  projects  in  32  cit- 
ies and  towns  as  set  forth  below. 
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TREASURER'S  AWARD  FOR  COMMUNITY  REINVESTMENT 


Treasurer  Malone  recently  estab- 
lished an  award  program  to  rec- 
ognize banks  that  have  demon- 
strated a  superior  achievement 
in  meeting  the  lending  needs  of 
their  communities.  The  $3.2  mil- 
lion initiative  is  designed  to  re- 
ward banks  that  receive  an  "out- 
standing" rating  under  the  Com- 
munity Reinvestment  Act. 

The  rating  is  based  on  a  bank's 
track  record  of  meeting  the  credit 
needs  of  its  community,  includ- 
ing low  and  moderate  income 
neighborhoods.  Ratings  are  given 
by  state  and  federal  banking  of- 
ficials. "Outstanding"  is  the  high- 
est grade  available. 

Banks  receiving  that  grade  are 
given  the  Treasurer's  Award  for 
Community  Reinvestment.  Each 
of  those  banks  is  then  eligible  to 
receive  a  deposit  of  $100,000  in 
state  funds.  They  are  permitted 
to  retain  the  deposit  as  long  as 
they  retain  their  grade  of  "out- 
standing". 

Secretary  of  Consumer  Affairs 
and  Business  Regulation,  Gloria 
Larson,  who  oversees  the  state 
Division  of  Banks,  said,  "It  is  vi- 
tally important  that  we  recognize 
those  banks  that  have  set  the  stan- 
dard for  others.  These  banks  have 
demonstrated  not  only  a  willing- 
ness, but  moreover,  a  commit- 
ment to  the  lending  goals  of  the 
Community  Reinvestment  Act . " 
By  recognizing  this  top  tier  of 
lending  institutions,  the  Treasurer 
hopes  to  encourage  other  banks 
to  improve  their  ratings  by  com- 
mitting more  capital  to  their  com- 
munities. 


The  folloivtng  banks  are  the  recipients  of  the 
Treasurer's  Azvardfor  Community  Reinvestment: 


Bank  of  Boston 
The  Boston  Bank  of  Commerce 
Tfie  Boston  Five  Cents  Savings  Bank 
Cambridgeport  Savings  Bank 
Citizens  Bank  of  Massachusetts 
City  Savings  Bank  of  Pittsfield 
Clinton  Savings  Bank 
Compass  Bank  for  Savings 
East  Boston  Savings  Bank 
East  Cambridge  Savings  Bank 
Eastern  Bank 
Enterprise  Bank  and  Trust  Company 
First  Federal  Savings  Bank  of  America 
First  Trade  Union  Savings  Bank 
Flagship  Bank  and  Trust  Company 
Holbrook  Cooperative  Bank 
Marblehead  Savings  Bank 
Mechanics  Bank 
Mercantile  Bank  and  Trust  Company 
New  Bedford  Institution  for  Savings 
Pentucket  Five  Cents  Savings  Bank 
Plymouth  Savings  Bank 
Quincy  Savings  Bank 
Salem  Five  Cents  Savings  Bank 
Sandwich  Cooperative  Bank 
South  Shore  Bank 
Springfield  Institution  for  Savings 
Sterling  Bank 
Stoneham  Savings  Bank 
West  Newton  Savings  Bank 
Winchester  Savings  Bank 
Worcester  County  Institution  for  Savings 


Questions,  Comments 
Or  Suggestions 
Regarding  The 
Fiscal  Update 
May  Be  Sent  To: 


FISCAL  UPDATE 
C/O 

TREASURER  JOE  MALONE 
ONE  ASHBURTON  PLACE 
12TH  FLOOR 
BOSTON,  MA  02108 

(617)  367-3900 
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FROM  THE  STATE  TREASURERo'^  Copy 


MASTERS  TRUST  PERFORMANCE 


The  Massachusetts  State  Teachers'  and  Employees' 
Retirement  Systems  Trust  (MASTERS)  is  one  of  the 
largest  public  pension  hands  in  the  country.  On  Jime 
30,  1993,  its  total  market  value  was  over  $7,459 
bUlion. 

The  following  analysis  gives  an  overview  of  MAS- 
TERS' recent  success.  The  fund  is  in  great  shape  and 
its  performance  is  decidedly  positive— trending  up- 
ward. 

The  table  below  shows  the  investment  performance 
of  the  MASTERS  compared  to  a  national  cross  sec- 
tion of  78  other  public  pension  funds.  The  ranking  is 
compiled  as  a  performance  yardstick  for  its  clients 
by  Callan  Associates,  the  investment  advisor  to 
MASTERS. 

The  table  covers  eight  time  periods  ending  on  June 
30,  1993,  ranging  from  3  months  to  8  years.  The 


percentages  shown  rank  the  investment  return  of  a 
hand  versus  the  other  funds  in  the  cross  section.  For 
example,  the  column  for  the  3  months  ending  June 
30,  1993,  shows  that  the  median  fund  return  was 
1 .59%;  half  of  the  funds  performing  below  that  re- 
turn, half  above. 

The  shaded  box  in  each  column  contains  the  return 
for  MASTERS  as  the  second  number  shown,  after  the 
slash.  Thus,  for  the  3  month  period,  MASTERS 
return  of  2.49%  placed  it  in  the  top  10%  of  funds.  The 
cutoff  for  the  top  ranking  being  2.33%. 

The  clear  tiend  of  MASTERS'  performance  has  been 
upward.  The  3, 5  and  8  year  returns  show  it  perform- 
ing slightly  below  the  median.  The  9  month,  1  year 
and  2  year  columns  show  it  climbing  to  above  the 
median  but  below  the  top  25%.  The  6  month  figures 
show  it  improving  again  to  the  top  25%.  The  latest 
3  month  figures  place  the  MASTERS  in  the  top  10%. 


3  months 
ending 

6/30/93 

6  months 
ending 
6/30/93 

9  months 
ending 
6/30/93 

1  year 
ending 
6/30/93 

2  years 
ending 
6/30/93 

3  years 
ending 
6/30/93 

5  years 
ending 
6/30/93 

8  years 
ending 

6/30/93 

Top  10% 

233/2.49 

7.57 

1037 

14.77 

14.04 

12.54 

12.62 

12.65 

Top  25% 

2.02 

6.40/7.45 

1023 

13.85 

13.63 

11.76 

1238 

12.45 

Median-50% 

159 

5.86 

9.60/10.15 

1324/13.40 

12.98/1338 

11.18 

11.62 

11.87 

75% 

1.42 

4.83 

8.18 

11.60 

12.16 

10.41/11.06 

11.19/1127 

1137/11.54 

90% 

0.84 

4.10 

725 

10.42 

10.72 

920 

10.42 

11.16 

Figures  in  table  represent  investment  return  for  period  sliown.  Figures  after  slash  in  shaded  box  represent  MASTERS  return  for  the  period. 
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STATE  SPENDING-'RATE  OF  GROWTH  SLOWING 


The  state  continues  to  make  sub- 
stantial progress  toward  living 
within  its  means.  The  end  of  fiscal 
year  1993  in  June,  marked  the  third 
balanced  budget  in  as  many  years. 
It  was  balanced  without  increas- 
ing taxes  or  any  shortfall  borrow- 
ing. 

The  state  comptroller's  office  is- 
sued the  preliminary  financial 
statements  for  FY'93  in  Septem- 
ber. The  overall  news  was  great. 
There  was  a  year  end  surplus  of 
$67.5  million.  Twenty  million  of 
that  was  transferred  to  the  state 


stabilization  fimd  bringing  our 
"rainy  day  fund"  balance  to  a  record 
$250.4  million. 

Despite  this  good  news,  the  prob- 
lems of  the  past  should  not  be 
forgotten.  Controlling  state  spend- 
ingrequiresconstantvigilance.  For 
example,  although  the  budget  was 
balanced  according  to  law,  the 
state's  general  fimd  expenditures 
exceeded  revenues. 

The  comptroller  said  this  struc- 
tural imbalance  of  $51  million  was 
not  "significant"  or  "serious."  It 


does  represent  a  relatively  small 
percentage  of  the  overall  $15  bil- 
lion budget.  The  expectation  at 
this  time  is  that  the  general  fund 
account  will  end  the  year  in  bal- 
ance or  with  a  surplus  for  fiscal 
year  1994. 

The  table  below  compares  spend- 
ing in  the  major  accounts  for  the 
current  and  past  two  fiscal  years. 
The  table  shows  state  spending 
growing -but  at  a  slower  rate.  The 
4.6%  increase  for  93  to  94  is  sub- 
stantially below  the  8.9%  recorded 
for  92  to  93. 


Program 

FY'92 

Preliminary 
FY'93 

%  Change 
FY'92  to  FY'93 

Estimated 
FY'94 

%  Change 
FY'93  to  FY'94 

Direct  Local  Aid 

$2,358.9 

$2,552.0 

8.2% 

$2,739.4 

7.3% 

Medicaid 

2,817.7 

3,151.4 

11.8% 

3,274.9 

3.9% 

Group  Health  Insurance 

466.1 

491.2 

5.4% 

506.1 

3.0% 

Public  Assistance 

1,065.0 

1,089.3 

2.3% 

1,1 18.9 

2.7% 

Debt  Service 

898.3 

1,138.6 

26.8% 

1,226.0 

7.7% 

Pensions 

751.5 

868.6 

15.6% 

931.0 

7.2% 

Higher  Education 

534.0 

545.9 

2.2% 

668.6 

22.5% 

MBTA  and  RTA's 

449.6 

497.6 

10.7% 

525.1 

5.5% 

Other  Program  Expenditures 

4,074.9 

4,377.6 

7.4% 

4,510.2 

3.0% 

Total  Program  Expenditures 

$13,416,0 

$14,712.2 

9.7% 

$15,500.2 

5.4% 

Payment  of  Muncipal  Mass  Transit 
Assessments  to  the  MBTA  and  RTA's 

130.9 

134.3 

2.6% 

137.7 

2.5% 

Interfund  Transfers  and  Other  Uses 

366.9 

306.8 

-16.4% 

209.2 

-31.8% 

Total 

$13,913.8 

$15,153.3 

8.9% 

$15,847.1 

4.6% 

[Sources:  Fiscal  1992  and  Preliminary  Fiscal  1993,  Office  of  the  Comptroller.  Estimated  Fiscal  1994, 
Executive  Office  for  Administration  and  Finance.  Footnotes  omitted.] 


MAJOR  SPENDING  CATEGORIES 

An  analysis  of  the  spending  in- 
creases in  the  major  accoionts  re- 
veals the  following: 

DIRECT  LOCAL  AID 

Most  of  the  growth  is  a  ttributable 
to  the  additional  aid  under  the 
Education  Reform  Act.  This  extra 


help  to  cities  and  towns  exceeds 
$175.0  million  for  FY'94. 

MEDICAID 

Slowed  growth  in  spending  reflects 
savings  achieved  through  the  Man- 
aged Care  Program  that  will  be 
fully  implemented  by  January  1, 
1994.  This  program  requires  all 
AFDC  recipients  to  be  enrolled  in 


theHMO(HealthManagementOr- 
ganization)/PPO  (Preferred  Pro- 
vider Organization)  program. 

Improved  management  of  mental 
health  and  substance  abuse  ser- 
vices will  also  result  in  savings.  In 
addition,  competitive  contracts 

(continued  on  Page  3) 
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LOTTERY  REVENUES  INCREASE  BY  16. 7% 


ADDITIONAL  FUNDS  AVAILABLE  FOR  LOCAL  AID 


Our  state's  cities  and  towns  have 
at  least  one  good  reason  to  cel- 
ebrate Fiscal  Year  1 993.  The  Mas- 
sachusetts State  Lottery  had  a 
banner  year.  Its  net  revenues 
increased  by  6.4%,  as  its  gross 
revenues  swelled  by  16.7%. 

The  Lottery,  widely  considered 
the  best  run  in  the  country, 
achieved  these  records  through 
a  variety  of  innovations.  It  suc- 
cessfully inaugurated  several 
new  games,  including  "Wild  20", 
one  of  the  highest  grossing  in- 
stant games  in  the  nation's  his- 
tory. Despite  an  advertising  bud- 
get substantially  smaller  as  a  per- 
centage of  sales  than  the  indus- 
try average,  the  Lottery's  per 
capita  sales  are  nearly  triple  those 
of  most  other  states. 

In  addition  to  increasing  rev- 
enues, the  Lottery  has  also 
worked  to  reduce  its  overhead. 
Operating  expenditures  as  a  per- 
centage of  sales  decreased  by  al- 
most one  half  a  percent  in  FY'93- 
from  3.7%  to  3.3%. 

Higher  revenues  and  lower  costs 
at  the  Lottery  result  in  the  in- 
creased net  revenue  and  its  avail- 
ability for  distribution  as  local 
aid. 
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SUCCESS  AT  ABANDONED  PROPERTY  DIVISION 

FY'93  MARKED  BY  PROGRESS,  INNOVATION,  AND  SAVINGS 

were  enacted  by  the  Legislature 


ABANDONED  PROPERTY 
REVENUES  INCREASE 
BY  $114  MILLION 

The  Abandoned  Property  Divi- 
sion of  the  State  Treasury  sur- 
passed its  high  expectations  for 
Fiscal  Year  1993.  Gross  receipts 
exceeded  $168  million,  up  $114 
million  from  ¥Y'92.  Of  that  total, 
$149  million  was  deposited  into 
the  state's  general  fund. 

The  increased  collections  result 
from  changes  in  the  abandoned 
property  statutes.  These  reforms, 
initiated  by  Treasurer  Malone, 


(continued  from  Page  2) 

have  reduced  the  annual  growth 
in  acute  care  hospitals'  costs. 

GROUP  HEALTH  INSURANCE 

Savings  result  from  increasing  the 
percentage  that  Commonwealth 
employees  must  contribute  to 
their  health  care  premiums  (from 
10%  to  15%). 

PUBLIC  ASSISTANCE 

The  Department  of  Public  Wel- 
fare is  continuing  its  efforts  to 
control  spending. 

DEBT  SERVICE 

The  large  increase  from  FY'92  to 
FY'93  came  about  because  a  $260 
million  debt  restructuring  in  Sep- 
tember 1991  caused  an  unusual 
one  time  lowering  of  debt  service 
in  FY'92  making  the  increase  to 
FY'93  appear  abnormally  large. 


Recent  refundings  of  over  $2.5  bil- 
lion in  high  interest  rate  bonds 
will  achieve  savings  of  almost  $1 90 
million  over  a  10  year  period. 

Modest  capital  spending  in  FY'93, 
approximately  $250  million  below 
the  initial  cash  flow  estimate, 
worked  to  reduce  FY'94  debt  ser- 
vice requirements. 

PENSIONS 

FY'93  was  the  first  year  of  the 
early  retirement  initiative  for  state 
employees.  This  sharply  increased 
pension  costs  for  that  year  by  $22 
million. 

FY'93  was  also  the  first  year  that 
about  $50  million  in  cost  of  living 
adjustments  for  state,  teachers  and 
municipal  retirees  was  paid. 

FY'94  includes  $20  milUon  for  an 
early  retirement  program  for  teach- 
ers in  the  local  school  systems. 


in  the  FY'93  budget  and  signed  // 
into  law  by  Governor  Weld. 

The  new  law  reduced  the  aban- 
donment period  for  most  types  of 
unclaimed  assets  from  five  to  three 
years.  The  change  benefits  our 
state's  residents  because  property 
owners  are  more  easily  located 
after  the  shorter  abandonment  pe- 
riod. Consequently,  the  state's 
new  legislation  not  only  greatly 
increased  revenues  for  FY'93,  it 
also  protects  abandoned  property 
owners,  who  never  lose  the  right 
to  reclaim  what  is  legally  theirs. 


Dollars  in  millions 


ABANDONED  PROPERTY  DIVISION 
REVENUES  FY  1989-93 


HIGHER  EDUCATION 

The  huge  percentage  increase 
from  FY'93  to  FY'94  reflects  a 
change  in  accounting  for  revenues. 
Prior  to  FY'94,  the  U-Mass  schools 
had  retained  and  spent  approxi- 
mately $90  million  in  monies  col- 
lected from  tuition  assessments 
and  miscellaneous  fees  off  bud- 
get. For  FY'94,  however,  this  $90 
million  was  directly  appropriated 
and  budgeted. 

MBTA  &  REGIONAL  TRANSIT 
AUTHORITIES 

Savings  are  primarily  from  de- 
creasing the  cap  on  operational 
expenditures  for  the  MBTA  from 
5%  to  3%  over  the  prior  fiscal  year. 

OTHER  PROGRAMS 

The  growth  in  all  of  the  other  pro- 
grams at  3.0%  is  below  the  average 
of  growth  of  the  overall  budget. 
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NATIONAL  UNCLAIMED  PROPERTY  BILL  SIGNED  INTO  LAW 


Treasurer  Malone's  national  effort  to  reform  the  law 
regarding  unclaimed  deposits  in  failed  banks  re- 
cently became  law.  The  new  legislation,  which  won 
broad  support  from  members  of  both  political  par- 
ties, passed  easily  through  Congress  and  was  signed 
by  the  President  in  June.  It  affords  greater  protec- 
tion to  depositors  in  failed  banks. 

Before  the  reform's  enactment,  a  bank  that  went  out 
of  business  informed  its  customers  by  mail  that  they 
had  1 8  months  to  recover  their  deposits .  If  someone 
did  not  receive  the  letter,  either  because  they  had 
moved  or  become  ill,  they  risked  losing  their  entire 
investment. 


Under  the  new  law,  however,  after  the  initial  18 
months,  the  federal  agencies  involved  (FDIC  and 
RTC)  will  transfer  any  unclaimed  funds  to  state 
governments  for  ten  years.  During  that  period,  the 
states'  unclaimed  property  agencies  will  search  for 
the  depositors.  If,  after  a  decade,  they  are  unable  to 
find  the  abandoned  property  holders,  the  states  then 
return  the  funds  to  the  federal  government. 

State  unclaimed  property  agencies  are  usually  the 
most  experienced  and  most  capable  of  finding  lost 
property  holders.  Therefore,  the  new  legislation  vastly 
improves  the  chances  that  tens  of  millions  of  dollars 
in  abandoned  funds  will  be  returned  to  their  rightful 
owners  in  Massachusetts  and  across  the  United  States. 


TEMPORAR  Y  HELP  PILOT  PROGRAM 

SUCCESSFUL 


A  successful  pilot  program  was 
completed  in  the  Abandoned 
Property  Division.  It  opens  the 
door  to  hiring  workers  as  tempo- 
rary help  who,  because  of  special 
needs  or  restrictions,  can  only  work 
out  of  their  homes. 

This  test  program  employed  a 
physically  challenged  man  to  an- 
swer and  process  abandoned  prop- 
erty inquiry  calls  from  his  home  in 


Groveland  via  a  call-forwarding 
system. 

The  worker's  assistance  came  dur- 
ing the  division's  busiest  season- 
immediately  following  the  distri- 
bution of  its  annual  unclaimed 
property  list.  His  supervisors  de- 
scribed his  performance  as  exem- 
plary, and  concluded  that  he  sig- 
nificantly eased  operations  at  the 


division  during  its  most  difficult 
period. 

The  worker  was  employed  through 
an  organization  called  Minority 
Business  Associates.  It  has  pro- 
vided the  Treasury  with  much  of 
the  data  necessary  to  implement 
such  a  program  on  an  expanded  or 
permanent  basis.  It  is  expected 
that  next  year  this  program  could 
provide  temporary  employment 
for  10  to  14  people. 


Questions,  Comments 
Or  Suggestions 
Regarding  The 
Fiscal  Update 
May  Be  Sent  To: 


FISCAL  UPDATE 
c/o 

Treasurer  Joe  Malone 
One  Ashburton  Place 
12th  Floor 
Boston,  MA  02108-1608 

(617)367-3900 
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OVERVIEW 
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♦J*  Administrative  Spending 

The  graph  below  shows  the  shrinkage  in  total  Treasury  and  Retirerhehf  ^Board 
spending  for  fiscal  years  1989  to  1994.  Universily  of  Massachusetts 

Fiscal  Year  Demitory  Copy 

I  $17,053,542 


I         \         \  \ 
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($  in  millions) 

Estimated  spending  for  fiscal  year  1 994  is  36.8%  less  than  it  was  for  1 989.  If  spending 
in  1989  is  adjusted  for  inflation,  the  reduction  is  nearly  46%. 

Number  of  Employees 

The  number  of  full  time  employees  (PTE's)  has  been  reduced  from  a  high  of  324  in 
fiscal  year  1989  to  150  at  the  end  of  December,  1993. 


CASH  MAN  A  CEMENT  DIVISION 


♦♦♦Cash  Management  and  Banking  Reform  Project 

This  important  project  is  near  completion.  Through  increased  competition  and  improved 
efficiency,  once  fully  implemented,  the  cost  to  process  a  check  for  the  Commonwealth 
will  drop  from  an  average  of  about  22  cents  to  about  7  cents.  With  about  15  million 
checks  processed  annually,  savings  will  be  over  $2  million. 

♦♦♦  Treasurer's  Award  for  Community  Reinvestment 

The  award  program  to  recognize  banks  that  have  demonstrated  a  superior  achievement 
in  meeting  the  lending  needs  to  their  communities  was  implemented  in  1993.  The  $3.3 
million  initiative  is  designed  to  reward  banks  that  receive  an  "outstanding"  rating  under 
the  Community  Reinvestment  Act.  Over  33  banks  throughout  the  state  have  been 
eligible  to  receive  a  deposit  of  $100,000  in  state  funds. 


ADMINISTRATION  AND  COMPUTER  SERVICES 


♦♦♦  Computer  Service  Upgrades 

Technology  continued  to  play  an  important  role  in  improving  Treasury  operations 
during  1 993 .  Substantial  savings  and  greater  efficiency  this  year  were  achieved  through 
the  following:  automation  of  contribution  reporting  at  the  State  Board  of  Retirement; 
a  new  claim  tracking  system  and  diskette-based  holder  reporting  system  for  the 
Abandoned  Property  Division;  consolidation  and  modification  of  cash  management 
processing  systems,  providing  increased  speed  and  accuracy;  office  automation  tools 
were  installed,  allowing  users  to  perform  tasks  previously  requiring  programmer 
intervention;  finally,  many  manual  tasks  throughout  the  Treasury  were  automated. 

♦♦♦  New  Laser  Printer 

Purchase  of  advanced  laser  printer  allows  much  faster  processing  and  special  bar 
coding  to  allow  additional  postage  discounts. 
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DEBT  MAN  A  GEMENT  DIVISION 


♦J*  Refundings 

Low  interest  rates  and  improved  bond  ratings  combined  for  successful  bond  refundings. 
The  net  present  value  of  savings  from  these  refundings  exceeds  $154  million  ($28 
million  for  1992  issues,  $126  million  for  1993). 

Bond  Upgrades 

Standard  &  Poor's  and  Fitch  upgraded  the  state's  bond  rating  in  October,  1993,  from 
A  to  A+.  This  follows  an  unprecedented  triple  upgrade  by  Standard  &  Poor's  in 
September,  1 992,  from  BBB  to  A.  Upgrades  signal  the  continued  improvement  in  the 
Commonwealth's  budgeting  and  financial  management. 

♦J*  Competitive  Sale 

Another  signal  of  the  state's  improved  financial  condition  is  the  ability  to  sell  its  bonds 
and  notes  competitively  rather  than  on  a  negotiated  basis.  The  sale  of  $200  million  of 
general  obligation  bonds  in  October,  1993,  was  the  first  through  a  competitive  bid 
process  since  1 989.  The  firms  that  submitted  the  lowest  interest  cost  bid  were  awarded 
the  bonds.  The  Treasury  also  sold  $240  million  of  notes  competitively  in  November, 
1993. 


WATER  POLLUTION  ABATEMENT  TRUST 


♦J*  Completed  Loans 


❖ 


The  Water  Pollution  Abatement  Trust  is  a  state  revolving  fund  which  finances 
wastewater  abatement  projects  from  funds  received  by  Federal  Clean  Water  Grants 
and  state  matching  funds.  The  Trust  closed  loans  totaling  $402  million  during  fiscal 
years  1993  and  1994. 

"In  the  Pipeline" 

An  additional  $350  million  in  loans  are  expected  to  be  made  during  this  fiscal  year  and 
next.  The  Trust  will  assist  approximately  80  cities  and  towns  working  to  hold  down 
sewer  rate  charges  for  construction  projects. 
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PENSION  INVESTMENT  DIVISION 


MASTERS  Trust  Performance 

The  table  below  shows  the  investment  performance  of  the  Massachusetts  State  Teachers' 
and  Employees'  Retirement  System  Trust  (MASTERS)  compared  to  a  national  cross 
section  of  78  other  public  pension  funds.  MASTERS  return  placed  it  in  the  top  1 0%  of  all 
those  funds  for  the  first  three-quarters  of  calendar  year  1993,  ending  9/30/93. 


3  months  ending 
9/30/93 

9  months  ending 
9/30/93 

1  year  ending 
9/30/93 

Top  10% 

4.11/4.20 

11.42/11.96 

15.04 

Top  25% 

3.25 

10.57 

14.44/14.78 

Median-50% 

2.82 

9.26 

13.27 

75% 

2.55 

8.67 

11.03 

90% 

2.22 

7.06 

9.64 

Figures  in  table  represent  investment  return  for  period  shown.  Figures  after  slash  in  shaded  box  represent 
MASTERS  return  for  the  period.  Results  compiled  by  Callan  Associates,  a  consultant  to  MASTERS. 

New  Custodian  and  Commission  Recapture  Initiative 

After  a  highly  competitive  bidding  process,  a  new  custodian  for  the  state  pension  fund  was 
selected.  The  new  contract  has  cut  costs  for  custodian  services  from  about  $2.5  million  to 
approximately  $640,000  a  year.  In  addition,  a  newly  designed  commission  recapture 
program  will  save  MASTERS  approximately  $500,000  annually  in  trading  costs. 

Middle  Class  American  Dream  Program 

Over  2,000  families  have  been  assisted  by  the  Middle  Class  American  Dream  Program.  Over 
$300  million  has  been  committed  for  this  program.  It  is  now  in  its  third  phase.  The  program 
assists  middle-income  families  who  lack  the  usual  downpayment  or  sufficient  household 
income  to  qualify  for  a  conventional  mortgage. 

Deferred  Compensation  Changes 

A  new  plan  coordinator  for  the  state's  Deferred  Compensation  Plan  was  selected  through  a 
competitive  bidding  process.  It  is  estimated  that  plan  participants  will  save  $6.5  million  in 
fees  over  the  next  four  years  compared  to  current  fees.  Earlier  in  the  year,  a  lawsuit  was 
settled  with  Nationwide  Life  Insurance  Company.  As  a  result,  many  participants  in  the  plan 
were  allowed  to  invest  their  funds  in  a  wider  group  of  investment  options  without  penalty. 
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ABANDONED  PROPERTY  DIVISION 


♦J*  Gross  Receipts  Skyrocket  with  Law  Change 

During  fiscal  year  1993,  gross  receipts  reached  a 
record  level,  exceeding  $168  million,  up  $114 
million  from  the  prior  year.  Receipts  leapt  as  the 
law  changed  the  abandonment  period  for  many 
assets  from  5  to  3  years.  Of  that  total,  $  1 49  million 
was  deposited  into  the  state's  general  fund.  The 
division  also  returned  a  record  $15.4  million  to  a 
record  12,930  claimants  during  the  year. 

♦J*  New  Federal  Law  Protects  Depositors  in  Failed  Banks 

Treasurer  Malone's  national  effort  to  reform  the  law  regarding  unclaimed  deposits  in  failed 
banks  recently  became  law  in  1993,  providing  depositors  with  greater  protection.  Federal 
agencies  will  transfer  unclaimed  funds  in  failed  banks  to  state  governments  for  ten  years, 
allowing  states  to  search  for  the  depositors.  The  states  will  return  the  funds  to  the  federal 
government  if  the  depositor  cannot  be  located  during  the  ten  years. 

♦J*  Pilot  Program  to  Expand 

A  temporary  help  pilot  program  was  launched  during  1993,  which  employed  a  physically- 
challenged  person  to  answer  and  process  abandoned  property  inquiry  calls  from  home.  The 
worker  was  employed  through  Minority  Business  Associates.  It  is  expected  that  the  pilot 
program  will  be  extended  to  provide  employment  for  10  to  14  people  next  year  from  their 
homes. 

♦J*  New  Automated  Claims  Processing  System 

In  1993  the  Abandoned  Property  Division  installed  a  new  computerized  claims  processing 
system.  It  has  fully  automated  the  processing  and  payment  of  claims.  The  system  is  the  first 
of  its  kind  in  the  United  States  and  will  increase  efficiency  and  reduce  the  time  necessary  to 
pay  claimants. 


STATE  BOARD  OF  RETIREMENT 

♦J*  The  State  Board  of  Retirement  has  made  a  major  contribution  to  the  overall  reduction  in 
administrative  spending.  Its  spending  in  fiscal  year  1989  was  $2.9  million,  for  this  year  it 
is  estimated  to  be  $  1 .4  million,  a  decrease  of  5 1  %.  The  number  of  employees  dropped  from 
a  peak  of  5 1  in  fiscal  year  1989  to  30  now. 
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PENSION  FUND  MERGER  WILL  SAVE  MILLIONS 


One  of  my  most  important  duties  as  State  Treasur- 
er is  overseeing  the  state's  two  largest  pension 
funds.    Together  these  two  funds  contain  more 
than  $12  billion  in  as- 
sets.   Based  on  my 
experience,  I  am  con- 
vinced that  a  substan- 
tial amoimt  of  money 
can  be   saved  by 
merging   the  two 
ftmds  into  one. 

Massachusetts  is  the 
only  state  with  two 
separate  pension 
funds  covering  the 
same  group  of  bene- 
ficiaries —in  our  case, 
state  employees  and 
teachers.  These  re- 
dundant pension  sys- 
tems arose  from  the 
politics  of  the  past. 

Combining  them  will  position  us  for  the  future. 

MASTERSTRUST 
The  Commonwealth's  largest  pension  fimd  is  the 


MASTERS  TRUST  AND  PRIT  ASSETS 


Massachusetts  State  Teachers'  and  Employees'  Re- 
tirement Systems  Trust  (the  "MASTERS"  Trust). 
MASTERS  is  administered  by  employees  of  the  Trea- 
surer's office 
and  has  ap- 
proximately 
$7.5  billion  in 
assets.  Over- 
sight is  vest- 
ed in  a  three 
member 
committee 
with  the  Trea- 
surer serving 
as  chairman 
and  its  sole 
trustee. 
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PRIT 
FUND 

The  other 
fund  is  the 

Pension  Reserves  Investment  Trust  ("PRIT")  that  is 
overseen  by  the  nine  member  PRIM  Board.  Again, 
the  Treasurer  sits  as  chairman.  The  fund  is  admin- 
istered, however,  by  an  independent  state  staff  that 
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PENSION  FUND  MERGER  WILL  SAVE  MILLIONS 


(Continued  from  Page  I) 

operates  in  rented  private  office  space.  It  has 
about  $4.6  billion  in  assets. 

The  PRTT  fund  was  originally  established  to  help 
the  state  meet  its  substantial  unfunded  pension 
liabilities.  Its  original  backers  envisioned  a  fund 
that  would  accept  a  higher  than  normal  invest- 
ment risk  in  seeking  a  higher  than  average  invest- 
ment return.  Unfortunately,  in  many  cases,  espe- 
cially real  estate,  the  higher  risks  led  to  significant 
losses. 

The  flaw  in  the  establishment  of  PRIT,  however, 
was  not  in  its  investment  policies.  It  was  that  the 
fund  and  its  bureaucracy  were  tmnecessary.  Its 
aggressive  investment  objective  could  have  been 
pursued  in  different  portfolios  under  the  umbrel- 
la of  one  fund. 

WASTEFUL  INEFFICIENCY 

The  operation  of  two  separate  pension  funds  in 
different  offices  involves  tmnecessary  duplica- 
tion and  expense.  This  duplication  costs  taxpay- 
ers $12  to  $15  million  each  year. 

Two  sets  of  money  managers  invest  two  pools  of 
money.  Two  bureaucracies  pay  two  sets  of  bro- 
kerage and  management  fees.  They  compile  two 
annual  reports.  They  retain  two  custodians  and 
two  sets  of  consultants,  lawyers  and  auditors. 
Think  of  the  inconvenience  of  a  person  keeping 
two  separate  checking  accounts  at  banks  in  differ- 
ent cities,  and  you  begin  to  grasp  the  illogic,  not  to 
mention  financial  waste,  of  such  a  system. 

Strengthening  the  case  for  a  merger  of  MASTERS 
and  PRIT  is  the  annual  interfund  accounting  that 
takes  place.  At  the  end  of  each  year,  MASTERS 
transfers  its  "excess  earnings"  to  PRIT.  Those 
funds  go  to  PRIT  to  reduce  the  Commonwealth's 
unfunded  pension  liability. 

This  yearly  transfer,  however,  necessitates  sell- 
ing assets  held  by  MASTERS  for  cash.  These  sales 
incur  brokerage  fees  that  erodes  the  funds'  joint 
asset  base.  That's  how  combining  the  funds  could 


save  between  $2  and  $3  million  a  year.  Just  think 
about  it.  The  state  is  wasting  millions  annually  just 
moving  money  from  one  of  its  pockets  to  another. 

UNFUNDED  PENSION  LIABILITY 

There  are  many  ways  to  reduce  our  state's  $9.7 
billion  imfunded  pension  liability.  You  can  reduce 
pensions,  an  unacceptable  legal  and  poUtical  quag- 
mire. You  can  reduce  the  state  workforce,  which 
this  office  has  done  by  cutting  the  Treasury  staff 
more  than  50  percent  since  1989  and  as  Governor 
Weld  has  done  throughout  state  government. 
Third,  you  can  invest  In  more  speculative  and 
inappropriate  areas  in  hopes  of  increased  asset 
growth,  as  PRIT  did  in  the  late  80's  when  it  lost 
almost  $300  million  in  bad  real  estate  investments. 
This,  too,  is  imacceptable  to  me. 

Instead,  along  with  prudent  investment,  you  can 
cut  pension  management  overhead  and  btuld  on 
the  savings  year  after  year.  This  is  what  I  am 
proposing.  By  saving  $12  to  $15  million  each  year 
for  the  next  thirty  years,  the  taxpayers  of  Massa- 
chusetts will  save  hundreds  of  millions  of  dollars. 

MERGE  MASTERS  AND  PRIT 

Under  my  proposal,  MASTERS  would  be  merged 
into  PRIT,  with  trusteeship  vested  in  the  nine- 
member  Pension  Reserves  Investment  Manage- 
ment ("PRIM")  Board.  The  nine  member,  partici- 
patory PRIM  board  is  preferable  to  the  MASTERS' 
structure.  This  is  the  best  sort  of  reform.  It  saves 
taxpayers  money  and  opens  the  books  to  easier 
scrutiny. 

This  change  would  result  in  surrendering  some  of 
the  Treasurer's  authority.  This  authority  has  been 
abused  at  times  in  the  past  and  could  be  abused  in 
the  future.  Merger  of  the  two  pension  systems, 
however,  will  help  preclude  such  abuse. 

Now  is  the  time  for  reform.  The  alternative  is  to 
take  $12  to  $15  million  in  taxpayers'  money  and~ 
almost  literally—throw  it  out,  year  after  year.  We 
can,  and  must,  do  better  than  that.  With  legislative 
cooperation,  we  will. 
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TAX  RE  VENUE  FORECAST:  PAR  TL  Y  SUNNY 


Over  the  past  few  years,  the  state's  financial  position 
has  stabilized.  Borrowing  and  tax  increases  are  no 
longer  used  to  fund  budget  deficits.  One  key  to  that 
success  has  been  the  change  in  the  way  our  tax  rev- 
enues are  estimated. 

During  fiscal  years  1989  through  1991,  unrealisticaUy 
high  tax  revenue  forecasts  were  used  to  justify  a  larger 
state  budget.  When  the  revenues  failed  to  materialize, 
the  spending  continued  unabated.  The  following  table 
compares  the  optimistic  revenue  estimates  with  the 
actual  change: 


Fiscal 
Year 

1989 

1990 

1991 


Estimated  Tax 
Revenue  Growth 

up  10.9% 

up  7.0% 

up  14.4% 


Actual 
Change 

up  6.6% 

down  3.4% 

up  5.6% 


A  change  in  the  way  estimates  were  agreed  upon  and 
multiple  updates  during  the  year  now  avoid  the  prob- 
lems of  the  past  when  there  was  a  wide  variance 
between  the  estimate  made  before  the  start  of  the  fiscal 
year  and  the  amount  tallied  at  the  end. 

In  the  most  recent  fiscal  years  intial  estimates  have 


varied  from  the  final  results.  However,  the  vari- 
ances have  been  positive;  in  other  words,  the  tax 
revenue  estimate  has  been  below  the  amount 
actually  received. 

For  example,  for  fiscal  year  1992  a  7.8%  decrease 
was  originally  forecast,  actual  revenues  were  up 
5.4%.  For  the  last  complete  fiscal  year,  that  ended 
June  30,  1993,  the  final  4.7%  increase  was  more 
than  double  the  initially  projected  2.1%. 

For  the  current  1994  fiscal  year  that  ends  Jime  30, 
the  intial  estimates  were  made  in  May  of  1993.  The 
Chairmen  of  the  House  and  Senate  Ways  and 
Means  Committees  and  the  Governor's  Secretary 
of  Administration  and  Finance  agreed  to  an  esti- 
mate of  $10,540  blUion,  a  projected  increase  of  6.1% 
over  FY'93. 

The  most  recent  adjusted  estimate  for  FY'94  is 
$10,667  biUion,  7.7%  increase  over  last  year.  At 
April  30,  ten  months  through  the  fiscal  year  rev- 
enues were  running  slightly  behind  that  revised 
projected  pace,  although  within  the  range  of  the 
acceptable  "benchmarks." 

The  following  table  shows  the  status  of  tax  rev- 
enues by  category  at  April  30,  1994: 


Month  of  April 
FY93-FY94  Change 

Fiscal  Year  to  Date 
FY93-FY94  Change 

TAX  OR  EXCISE 

April 
FY93 

April 
FY94 

Amount 

Percent 

YTD  FY93 

YTD  FY94 

Amount 

Percent 

INCOME  TAX 

$564,056 

$629,641 

$65,585 

11.6% 

$4,343,344 

$4,633,403 

$290,058 

6.7% 

Tax  Withheld 

$331,359 

$349,263 

$17,904 

5.4% 

$3,691,836 

$3,935,316 

$243,480 

6.6% 

SALES  &  USE 
TAXES 

$175,128 

$173,437 

$(1,691) 

(1.0)% 

$1,741,920 

$1,868,548 

$126,628 

7.3% 

Regular  Sales 

$124,020 

$122,575 

$(1,445) 

(1.2)% 

$1,277,097 

$1,357,515 

$80,417 

6.3% 

CORPORATION 
EXCISE 

$23,247 

$50,902 

$27,654 

119.0% 

$540,718 

$600,832 

$60,114 

11.1% 

BUSINESS  EXCISES 

$22,947 

$8,257 

$(14,690) 

(64.0)% 

$365,385 

$410,943 

$45,559 

12.5% 

OTHER  EXCISES 

$95,021 

$93,282 

$(1,739) 

(1.8)% 

$942,379 

$1,017,931 

$75,552 

8.0% 

TOTAL  DOR  TAXES 
for  BUDGET 

$867,237 

$955,518 

$88,281 

10.2% 

$7,933,746 

$8,531,657 

$597,911 

7.5% 

($  in  thousands) 
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NUMBER  OF  STATE  EMPLOYEES 


As  of  January,  1994,  there  were  approximately 
64,000  full-time  equivalent  state  employees  (PTE's) 
on  the  state's  payroll.  This  represents  the  employ- 
ees paid  through  the  state's  operating  budget  and 
its  retained  revenue  accounts. 

The  total  is  16,325  PTE's  lower  than  it  was  in  June 
of  1988,  a  reduction  of  approximately  20.3%.  About 
half  of  that  reduction  has  occurred  since  the  new 
administration  took  office  in  January  of  1991. 


Of  the  state's  64,000  employees,  about  54,600  work 
under  the  control  of  the  Governor.  The  remaining 
9,400  work  for  the  Legislature,  the  courts  and  other 
constitutionally  independent  offices. 

The  following  graph  shows  the  number  of  state 
employees  at  various  dates.  In  recent  years,  reduc- 
tions have  come  from  attrition,  layoffs  and  the  early 
retirement  program  that  took  effect  on  July  1, 
1992. 
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UNCLAIMED  PROPERTY  PROGRAM  WORKS  TO  LOCATE 
PROBATE  ACCOUNTS  BENEFICIARIES 


i 


Over  the  last  three  years,  the  Unclaimed  Property 
Division  of  the  State  Treasury  has  led  an  effort  to 
process  and  collect  over  $8  million  from  unclaimed 
probate  accounts  across  the  Commonwealth. 

A  1990  law  required  all  14  of  the  probate  and 
family  courts  to  turn  over  unclaimed  passbook 
accounts  to  the  State  Treasury.  These  accounts 
dated  back  as  far  as  20  years  and  rightfully  be- 
longed to  missing  estate  beneficiaries. 


To  assist  the  courts  with  this  major  project,  the 
Unclaimed  Property  Division  visited  each  of  the 
14  courts  and  processed  over  3,100  accounts  total- 
ing more  than  $8  million.  The  Treasury  is  now  in 
the  process  of  locating  the  missing  beneficiaries  by 
advertising  their  names  in  newspapers  through- 
out the  Commonwealth.  Special  investigations 
will  also  be  conducted  to  return  the  larger  ac- 
counts. 
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SAVING  MAKES  ''CENTS'' 


Treasurer  Joe  Malone  recently  announced  a  new 
program  called  Saving  Makes  "Cents".  The  pro- 
gram is  designed  to  teach  fifth  grade  students  the 
basics  of  money  and  investment. 

The  pilot  program  kickoff  was  in  February  with 
eleven  schools  participating.  The  goal  is  to  have 
the  program  available  in  cities  and  towns  statewide. 
This  fall  over  100  schools  are  expected  to  participate. 

At  the  ceremony  announcing  the  program,  the 
Treasurer  was  joined  by  former  U.S.  Senator  Paul 
Tsongas,  Boston  Celtic  great  M.L.  Carr,  State  Sena- 
tor Dianne  Wilkerson,  the  State's  Banking  Commis- 
sioner, and  a  group  of  fifth  grade  students  and  their 
teachers.  Banks  participate  in  the  program  by 
allowing  the  fifth  graders  to  open  savings  accounts 
in  their  classroom. 

The  Saving  Makes  "Cents"  curriculum  is  taught  by 
the  classes'  regular  teachers  with  special  visits  by 
bankers,  investment  professionals  and  employees 
of  the  State  Treasury.  State  employees  are  encour- 
aged to  get  involved  with  the  schools  tmder  the 
provisions  of  the  new  Education  Reform  Act.  The 
Treasury  is  the  first  constitutional  office  to  partic- 
ipate. 

The  program  emphasizes  the  importance  of  indi- 
vidual saving.  Our  country's  rate  of  savings  lags 
far  behind  our  economic  competitors  Japan  and 
Germany.  The  future  savings  habits  of  our  young 
people  are  an  important  part  of  helping  us  to  catch 
up.  Saving  Makes  "Cents"  is  a  positive  step  in  that 
direction. 
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CE  COSTS  SLASHED 


The  State  Treasury  is  responsible  for  issuing 
the  Commonwealth's  bonds.  Two  of  the  ma- 
jor costs  involved  in  that  process  are  legal  fees 
and  printing  expenses.  In  both  of  those  cat- 
egories, expenses  have  been  reduced  dramati- 
cally since  1991. 

In  calendar  year  1990,  the  last  full  year  of  the 
prior  Treasury  administration,  the  average 
legal  fees  incurred  for  a  general  obligation 
bond  sale  were  $457,694.  Under  the  present 
administration,  the  average  for  1993  was 
$165,000.  This  represents  a  reduction  of  64%, 
an  average  savings  per  transaction  of  $292,694. 

Printing  expenses  per  general  obligation  bond 
transaction  in  1990  averaged  $161,929,  com- 
pared to  $28,121  for  1993.  This  is  a  reduction 
of  nearly  83%,  an  average  savings  per  transac- 
tion of  $133,808. 

The  combined  total  savings  per  bond  transac- 
tion exceeds  $426,000.  The  savings  were  pos- 
sible through  aggressive  negotiation  with 
qualified  bond  counsel  firms  selected  through 
a  competitive  process  and  soliciting  competi- 
tive bids  for  the  printing  work. 

It  should  be  noted  that  these  savings  occur  in 
bond-related  accounts  on  the  state's  books,  as 
reflected  in  each  of  the  individual  bond  trans- 
actions. 
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Printing  Costs:  Average  per  Bond  Transaction 
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LOTTERY  POSTS  RECORD  SALES  &  BOTTOM  LINE 


For  the  1994  fiscal  year  ending  June  30,  Massa- 
chusetts State  Lottery  sales  reached  an  all-time 
high  of  an  estimated  $2.44  billion.  This  repre- 
sents a  20%  increase  in  gross  sales  over  the  prior 
year.  It  is  the  largest  dollar  increase  in  history. 

The  growth  in  revenues  is  attributable  to  several 
factors.  The  most  significant  is  a  30%  growth  in 
instant  ticket  sales  to  about  $1.58  billion.  The 
introduction  of  KENO  and  three  large  Mass 
Millions  jackpots  also  fueled  sales. 

The  net  income  of  the  Lottery  also  reached  a  new 
peak,  rising  $73  million  to  an  estimated  $605 


million.  For  fiscal  year  1994,  cities  and  towns 
received  $329  million  with  the  balance  paid  over 
to  the  state's  general  fund.  This  is  the  largest 
distribution  in  the  Lottery's  history. 

Since  1988,  the  total  received  by  cities  and  towns 
has  been  "capped"  by  law.  For  the  1995  fiscal 
year,  the  "cap"  will  increase  to  $391.6  million. 

In  addition,  the  fiscal  1995  budget  provides  for  a 
total  phase-out  of  the  cap  over  the  next  five  years. 
This  will  embody  the  original  intent  of  the  Lot- 
tery that  net  revenues  should  go  exclusively  back 
to  cities  and  towns. 


Lottery  Gross  Revenues  FY86-FY94 


Lottery  Net  Revenues  FY86-FY94 
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TREASURY  RETURNS  $L87  MILLION  TO  GENERAL  FUND 


The  State  Treasury  returned 
$1.87  million  dollars  to  the  gen- 
eral fund  as  of  the  June  30,  1994 
fiscal  year  end.  This  represents 
money  appropriated  for  Trea- 
sury and  State  Retirement  Board 
operations  that  was  not  spent 
during  the  year. 

The  combined  operations  spent 
$9.9  million  for  the  year,  com- 
pared to  $12.1  million  in  the 
prior  fiscal  year.  This  repre- 
sents a  reduction  in  spending  of 
more  than  18%. 

For  the  1995  fiscal  year,  the  Leg- 
islature reduced  the  Treasury/ 
Retirement  Board  appropria- 
tions by  nearly  one-half  million 
dollars.  Based  on  the  1994  re- 
sults, the  Treasurer  requested 
that  the  Governor  veto  an  addi- 
tional $515,000,  bringing  the  to- 
tal reduction  to  $1  million. 

Spending  in  fiscal  year  1994  is 
42%  less  than  it  was  for  1989. 
The  number  of  employees  is 
down  54%  from  324  full-time 
equivalents  to  150.  Efforts  to 
increase  efficiency  and  effec- 
tiveness and  lower  costs  will 
continue  in  the  1995  fiscal  year. 


SPENDING  -  FISCAL  YEARS 
1989  THROUGH  1994 


$18,000,000 
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Treasury 

Retirement 
Board 

Total 


Administrative  Spending  for  Fiscal  Years  1989  to  1994: 


FY89 

FY90 

FY91 

FY92 

FY93 

FY94 

TREASURY 

$14,123,707 

$13,190,081 

$11,868,142 

$11,449,302 

$10,582,415 

$8,532,265 

RETIREMENT  BOARD 

$2,929,835 

$2,595,361 

$2,051,681 

$1,654,975 

$1,524,469 

$1,379,146 

TOTAL 

$17,053,542 

$15,785,442 

$13,919,823 

$13,104,277 

$12,106,884 

$9,911,411 
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LOTTERY  MOST  EFFICIENT  IN  THE  NATION 


The  Lottery  continued  to  improve  its  operat- 
ing efficiency,  making  it  the  most  efficient  in 
the  country.  As  a  percentage  of  sales,  total 
administrative  expenses  declined  for  the 
fourth  consecutive  year,  as  follows: 

Fiscal  Year  1991  4.1% 

Fiscal  Year  1992  3.7% 

Fiscal  Year  1993  3.3% 

Fiscal  Year  1994  2.8% 

The  national  average  among  lotteries  for  the 
ratio  of  administrative  expenses  to  sales  is 
8.8%.  Thus,  the  2.8%  for  Massachusetts  is 
less  than  one-third  of  the  national  average. 

Looking  ahead,  the  Lottery  has  several  im- 
portant projects  underw^ay  for  the  new  fiscal 
year,  including  the  expansion  of  KENO,  as 
mandated  by  the  Legislature,  as  well  as  the 
first  stages  of  replacing  the  Lottery  on-line 
computer  system.  Advertising  space  on  Lot- 
tery tickets  will  be  sold  for  the  first  time, 
which  could  raise  between  $4  and  $6  million. 


LOTTERY 
OPERATING  EXPENSES 

(AS  A  PERCENTAGE  OF  SALES) 
FISCAL  YEARS  1989  T01994 


LOTTERY  HIGHLIGHTS  -  FISCAL  YEAR  1994 

"A"        Lottery  sales  of  $2.44  billion  make  it  the  second  largest  lottery  in  the  country. 

Texas  was  first  at  $2.7  billion,  but  has  nearly  three  times  our  state's  population. 

"A"        In  per  capita  sales,  the  Massachusetts  Lottery  ranks  first  at  about  $406  per  year. 

"A"        Our  bottom  line  of  $605  million  was  the  highest  in  the  Lottery's  twenty-two  year 
history. 

"A"        The  percentage  of  sales  that  goes  back  to  our  players  as  prizes  is  the  highest  of  any 
Lottery  in  the  country. 

"A"        The  percentage  of  sales  spent  on  administrative  expenses  is  the  lowest  of  any  Lottery 
in  the  country. 

"At  The  percentage  of  sales  spent  on  advertising  is  the  lowest  of  any  lottery  in  the  country. 
A"        Sales  of  instant  game  tickets  rose  30%  above  last  year. 
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STATE  BUDGET  HIGHLIGHTS 


The  Governor  recently  signed  into  law  the  state's 
budget  for  fiscal  year  1995.  The  new  fiscal  year 
began  on  July  1.  It  provides  for  about  $16.3 
billion  in  spending. 

Absent  surprise  supplemental  budget  requests, 
the  administration  projects  that  spending  for 
fiscal  year  1995  will  rxm  approximately  4%  more 
than  the  prior  year. 

In  signing  the  budget,  the  Governor  highlighted 
the  following  "litany  of  fiscal  accomplishments" 
over  the  past  few  years: 

*  Five  balanced  budgets  in  a  row  without 
raising  taxes  or  deficit  borrowing. 

*  Four  bond  upgrades  from  Wall  Street. 


*  Budget  surpluses  for  each  of  the  last  four 

years. 

*  Replenishment  of  the  state's  stabilization 
or  "rainy  day"  fund. 

*  Implementation  of  a  five-year  capital  plan 
to  help  control  our  state's  debt. 

*  Six  tax  cuts  and  hundreds  of  fee  cuts. 

*  Control  over  the  so-called  "budget  buster" 
accounts. 

Clearly,  our  state's  finances  continue  to  show 
steady  improvement.  With  continued  vigilance 
over  both  revenues  and  spending,  fiscal  year 
1995  should  continue  that  positive  trend. 


$23.2  MILLION  SETTLEMENT  WITH  NEW  YORK  STATE 


The  Massachusetts  Treasurer  and  Attorney  Gen- 
eral announced  the  settlement  of  a  dispute  with 
the  State  of  New  York.  The  dispute  focused  on 
unclaimed  interest  and  dividends  on  securities 
that  New  York  improperly  escheated  from  secu- 
rities brokers  incorporated  in  Massachusetts. 

The  settlement  will  result  in  a  $23.2  million  pay- 
ment to  Massachusetts  for  its  claim  in  a  Supreme 
Court  case  and  all  other  unclaimed  property 
disputes  between  the  two  states. 

Last  year,  the  U.S.  Supreme  Court  ruled  that  the 


state  where  a  bank,  brokerage  house  or  other 
financial  intermediary  is  incorporated  is  en- 
titled to  receive  any  unclaimed  property  when 
beneficial  owners  cannot  be  identified.  This 
ruling  benefits  Massachusetts  because  it  is  the 
state  of  incorporation  for  several  large  financial 
institutions. 

Under  the  terms  of  the  settlement.  New  York 
paid  $2.7  million  immediately  with  the  balance 
payable  in  five  annual  installments  beginning 
July  1,  1994. 


Questions,  Comments 
Or  Suggestions 
Regarding  The 
Fiscal  Update 
May  Be  Sent  To: 


FISCAL  UPDATE 
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BOND  RATING  UPGRADES  SAVE  SsJ^F 


A  new  study  by  Harvard  University's  Kennedy 
School  of  Government  contains  some  very  good 
news  for  Massachusetts  taxpayers.  The  study 
estimates  that  the  Commonwealth  will  save 
$541  million  in  interest  costs  due  to  the  state's 
credit  rating  upgrades  since  1991. 

In  early  1991,  the  state's  bond  credit  rating  was 
the  lowest  of  any  state  in  the  nation.  The  rating, 
only  one  step  above  junk  bond  status,  reflected 
the  state's  serious  fiscal  disarray. 

The  state  was  rated  Baa  by  Moody's,  BBB  by 
Standard  and  Poor's  and  A  by  Fitch  Investors 
Service.  Since  then  the  Standard  and  Poor's 
rating  has  moved  up  four  notches  to  A  plus. 
Fitch  is  also  at  A  plus  and  Moody's  is  at  A. 

The  upgrades  in  the  state's  bond  rating  reflect 
the  dramatic  improvement  in  our  state's  fiscal 
affairs  since  early  1991.  Today,  the  accomplish- 
ments speak  for  themselves. 

The  budget  for  the  current  1995  fiscal  year 
marks  the  fifth  consecutive  budget  that  will  be 
balanced  without  raising  taxes  or  deficit  borrow- 


husetts 

'py 


ing.  The  last  four  fiscal  years  ended  with  surpluses 
that  allowed  the  state's  stabilization  or  "rainy  day" 
fund  to  be  replenished.  Six  tax  cuts  have  been 
enacted.  Hundreds  of  state-imposed  fees  have  been 
cut. 

The  Harvard  study  is  entitled  "Calculating  the 
Benefits  of  Sound  Financial  Management:  The  Massa- 
chusetts Fiscal  Recovery  Program."  It  is  important 
because  it  is  the  only  study  that  quantifies  the 
savings  from  bond  rating  upgrades. 

The  study  compared  the  interest  cost  of  bonds 
issued  between  January,  1991  and  June,  1994, 
with  the  theoretical  cost  to  borrow  at  our  near 
junk  bond  rating  of  early  1991.  The  total  interest 
savings  over  the  life  of  those  bonds  amount  to  $541 
million.  The  present  value  of  the  savings  totals  $362 
million. 

To  a  certain  extent,  the  Harvard  University  study 
merely  attaches  a  dollar  figure  to  what  common 
sense  dictates:  Good  credit  risks  pay  less  to 
borrow  money  than  poor  credit  risks.  The  good 
news  for  Massachusetts  is  that  our  credit  rating 
continues  its  upward  trend. 
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THE  NEW  AMERICAN  DREAM  PROGRAM 


The  Treasurer  recently  announced  the  new  Ameri- 
can Dream  Program.  The  program  brings  together 
many  of  the  best  features  of  the  current  American 
Dream  Program  with  the  Mortgage  Credit  Certifi- 
cate Program  offered  by  the  Massachusetts  Hous- 
ing Finance  Agency  and  the  Executive  Office  of 
Communities  and  Development.  The  Mortgage 
Credit  Program  will  lower  the  effective  mortgage 
interest  rate  on  an  American  Dream  mortgage  to  the 
qualified  home  buyer  through  federal  tax  credits. 

The  program  represents  an  investment  of  up  to  $50 
million  by  the  Massachusetts  State  Teachers'  and 
Employees'  Retirement  Systems  Trust  ("MAS- 
TERS"). It  will  provide  affordable  home  mortgages 
for  families  with  incomes  of  up  to  $57,000  per  year 
who  are  purchasing  their  first  home. 

The  twenty-five  lenders  listed  in  the  box  at  the  right 
are  offering  the  program.  It  is  expected  that  it  will 
allow  approximately  500  additional  families  to  buy 
homes,  bringing  the  total  families  benefiting  from 
the  program  to  over  2,900. 

The  program  offers  down  payments  as  low  as  5%, 
reduced  closing  costs  and  allows  a  more  generous 
percentage  of  a  borrower's  income  to  be  spent  on 
housing  costs.  The  mortgage  credit  certificate  al- 
lows the  buyer  to  receive  a  doUar-f or-doUar  federal 
tax  credit  for  20%  of  their  mortgage  interest  ex- 
pense. The  remaining  80%  is  deductible,  in  the 
usual  way,  as  an  itemized  deduction. 

Requirements  for  the 
New  American  Dream  Program 

You  may  not  have  owned  a  home  in  the  past  3  years  as  your 
principal  residence. 

A  fully  executed  purchase  and  sale  agreement. 

Your  income  may  not  exceed  certain  limits.  This  is  based  on 
the  number  of  people  in  your  household  and  where  you  arc 
purchasing  your  home.  The  top  income  limit  ranges  from 
$46,000  to  $57,000. 

You  purchase  property  that  is  within  the  price  limits  of  the 
program.  Limits  depend  on  the  number  of  units  (1  to  4 
family),  location  and  whether  the  house  is  newly  constructed. 
The  top  sales  price  limit  ranges  from  $1 1 1,000  to  $255,000. 

VMust  have  enough  federal  tax  liability  to  take  advantage  of 
the  mortgage  credit  certificate. 


The  following  lenders  are  participating  in  the 
new  American  Dream  Program 

Abington  Savings,  Abington 
Arbor  National,  Waltham.  Quincy,  Andover 
BancBoston  Mortgage,  Canton 
Boston  Federal,  Boston 
Cambridgeport  Mortgage,  Cambridge 
Citizens  Mortgage,  Fairhaven 
The  Cooperative  Bank,  Acton 
Country  Bank  for  Savings,  Ware 

Eastern  Bank,  Lynn 
First  Eastern  Mortgage,  Andover 
First  Essex  Savings  Bank,  Lawrence 
First  NH  Mortgage  Corp., 
Woburn.  Braintree,  Framingham 
Flagship  Bank  and  Trust,  Worcester 
Or  ay  stone  Mortgage  Corp.,  Boston 
Heritage  Co-operative  Bank, 

Salem,  Marblehead,  Beverly 
Huntington  Mortgage,  Waltham 
Leader  Mortgage,  Arlington 
Lee  Bank,  Lee 
Plymouth  Savings  Bank,  Plymouth 
Rockland  Trust  Company,  Rockland 
Salem  Five  Cents  Savings  Bank,  Salem 
Shawmut  Mortgage  Company,  Boston 
Springfield  Institution  for  Savings,  Springfield 
Stoneham  Cooperative  Bank,  Stoneham 

U.S.  Trust,  Boston 
♦♦♦♦♦♦♦♦♦ 


f f  For  further  information  on  this  program,  ]\ 
d    please  call  the  MH FA  at  617-451-2766.  J) 
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PENSION  PERFORMANCE  ''A  CINDERELLA  STORY 


99 


FY  94  Rankings 


Seldom  does  the  work  of 
government  imitate  the 
magic  of  a  fairy  tale.  But 
in  the  case  of  the  state's 
two  largest  pension 
funds,  their  metamor- 
phoses over  the  past  few 
years  was  recently  called 
a  "Cinderella  story"  by 
Plan  Sponsor  magazine. 


The  two  funds  are  the 
Massachusetts  State 
Teachers'  and  Employ- 
ees' Retirement  Systems 
Trust  ("MASTERS")  and 
the  Pension  Reserves  In- 
vestment Trust  ("PRIT"). 
Each  fund  is  overseen  by 
a  board;  the  State  Treasurer  serves  as  the  chair- 
man of  both  boards.  The  combined  assets  of  the 
two  funds  exceed  $12  billion. 


(%) 


6.21% 
TUCS  1st 
Percentile 


2.63% 
TUCS  25th 
Percentile 


FY  94  Returns 


The  relative  invest- 
ment performance 
of  those  funds  has 
risen  dramatically 
over  the  past  sev- 
eral years.  At  the 
end  of  the  1994  fis- 
cal year,  the  Trust 
Universe  Compari- 
son Service  (TUCS) 
ranked  the  PRIT  an- 
nual return  among 
the  top  1  %  of  public 
funds,  the  MAS- 
TERS in  the  top 
quarter  and  their 
combined  perfor- 
mance in  the  top 
11%  nationally. 


The  graphs  below  track  the  funds'  performance 
rankings  for  five  years,  three  years  and  for  fiscal 
year  1994. 


ANNUALIZED 
PERFORMANCE 
RANKINGS 


MASTERS, 

PRIZ 
AND 
COMBINED 
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LINE  OF  DUTY  DEATH  BENEFITS  PAID 


A  new  law  provides  a  $100,000  lump-sum  pay- 
ment to  the  families  of  firefighters  and  police  and 
corrections  officers  who  are  killed  in  the  line-of- 
duty.  The  new  program  is  administered  by  the 
State  Retirement  Board. 

The  benefit  covers  deaths  since  September  1, 
1993.  It  applies  to  those  "who  while  in  the 
performance  of  [their]  duties  and  as  the  result  of 
incident,  accident  or  violence,  [are]  killed  or 
sustains  injuries  which  are  the  direct  and  proxi- 
mate cause  of  [their]  death." 

The  $100,000  benefit  is  payable  to  the  officer's 


surviving  spouse.  If  there  is  no  surviving  spouse, 
it  is  payable  to  surviving  children.  If  there  is 
neither,  it  payable  to  the  parent(s)  of  the  de- 
ceased if  they  were  dependent  on  him  or  her  for 
the  majority  of  their  support 

Through  October,  six  applications  for  benefits 
were  approved  by  the  Retirement  Board.  The 
applications  were  from  the  families  of  Boston 
Firefighters  Francis  J.  Baker  and  Lieutenant  Stephen 
Minihan;  Boston  Police  Officer  Berisford  Wayne 
Anderson  and  Detective  John  J.  Mulligan;  Paxton 
Police  Chief  Robert  Mortell;  and  Fall  River  Police 
Officer  Thomas  J.  Giunta. 


STATE  EMPLOYEES  UPDATE 


NUMBER  OF  STA  TE  EMPLOYEES 
(PTE'S) 
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In  September  1994,  there  were  approximately 
63,694  full-time  equivalent  state  employees 
(PTE's)  on  the  Commonwealth's  payroll.  These 
are  employees  paid  through  the  state's  operat- 
ing budget  and  its  retained  revenue  accounts. 
Of  this  total,  about  54,000  (nearly  85%)  work 
under  the  control  of  the  Governor.  The  remain- 
ing 9,600  work  for  the  Legislature,  the  courts 
and  other  constitutionally  independent  offices. 

The  graph  illustrates  the  number  of  state  em- 
ployees at  various  dates.  The  September  1994, 
total  is  16,645  PTE's  lower  than  that  of  June  1988. 
This  represents  a  reduction  in  the  state's 
workforce  of  approximately  20.7%. 
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NEW  PROGRAM  REWARDS  COMMUNITY  REINVESTMENT 


THE  FOLLOWING  BANKS  WERE 
ELIGIBLE  FOR  THE  TREASURER'S  NEW 
COMMUNITY  REINVESTMENT  A  WARD: 


Adams  Co-op  Bank  $  431,000 

Bank  of  Boston  50,000,000 

Boston  Bank  of  Commerce  173,000 

Bristol  County  Savings  Bank  1,368,000 

Cambridgeport  Savings  Bank  2,766,000 

Campello  Co-op  350,000 

Citizens  Bank  6,697,000 

City  Savings  Bank  1,070,000 

Clinton  Savings  Bank  429,000 

Co-Operative  Bank  of  Concord  2,148,000 

Compass  Bank  for  Savings  3,1 1 1 ,000 

Danvers  Savings  Bank  740,000 

East  Boston  Savings  Bank  1,358,000 

East  Cambridge  Savings  Bank  1,833,000 

Eastern  Bank  6,548,000 

Everett  Co-op  364,000 

Enterprise  Bank  and  Trust  Co.  847,000 

Fidelity  Co-op  690,000 

First  and  Ocean  National  Bank  285,000 
First  Federal  Savings  Bank  of  America  1,782,000 

First  Trade  Union  Savings  Bank  732,000 

Flagship  Bank  and  Trust  Co.  729,000 

Greenfield  Savings  Bank  748,000 

Haverhill  Co-op  461,000 

Holbrook  Cooperative  Bank  169,000 

Lee  Bank  608,000 

Marblehead  Savings  Bank  643,000 

North  Easton  Savings  Bank  612,000 

Pentucket  Five  Cents  Savings  Bank  866,000 

Plymouth  Savings  Bank  2,225,000 

Quincy  Savings  Bank  3,272,000 

Salem  Five  Cents  Savings  Bank  3,058,000 

Sandwich  Cooperative  Bank  1,427,000 

Springfield  Institution  for  Savings  2,910,000 

U.S.  Trust  6,290,000 

Stoneham  Savings  Bank  630,000 

Unibank  for  Savings  1,182,000 

West  Newton  Savings  Bank  1,208,000 

Winchester  Savings  Bank  823,000 

Warren  Five  Cents  Savings  Bank  1,215,000 


The  Treasurer  recently  announced  an  ex- 
panded program  to  reward  banks  that  have 
demonstrated  an  exemplary  commitment  to 
the  banking  and  credit  needs  of  their  local 
communities.  The  goal  of  the  program  is  to 
stimulate  economic  investment  in  the  state. 

Banks  that  receive  an  "outstanding"  rating 
under  the  Community  Reinvestment  Act  are 
eligible  to  participate.  The  ratings  are  com- 
piled from  state  and  federal  regulators'  examina- 
tions. 

Qualified  banks  are  given  the  option  to  accept  a 
deposit  of  state  funds  equivalent  to  five  percent 
of  their  "tier  1"  capital.  Due  to  its  size,  the  Bank 
of  Boston's  deposit  was  capped  at  $50  million. 

The  monies  that  are  available  for  deposit  are 
part  of  the  state's  stabilization,  or  "rainy  day" 
fund.  The  deposits  earn  a  competitive  rate  of 
return  with  slight  variations  permitted  from 
bank  to  bank  and  from  region  to  region. 
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7V£^H^  COLLEGE  SA  VLNGS  PLAN  OFFERED 


Parents  struggling  to  save  for  their  children's 
college  educations  got  some  good  news  recently. 
Treasurer  Malone  joined  in  the  announcement 
of  MEFA's  "The  U.  Plan,"  an  innovative  state 
program  that  can  help  a  family's  savings  for 
college  keep  up  with  rising  tuition  costs. 

The  U.  Plan  allows  families  to  lock-in  tomorrow's 
college  tuition  at  today's  prices.  It  is  the  only 
program  of  its  kind  in  the  country.  Treasurer 
Malone  will  allocate  up  to  $125  million  a  year  in 
state  bonds  for  the  program. 

The  U.  Plan's  introduction  is  being  heralded  by 
extensive  advertising  in  print  and  on  television 
and  radio.  Results  to  date  have  been  very  en- 
couraging. As  of  March  13,  over  71,000  people 
requested  the  plan's  information  package. 

The  key  element  of  the  program  is  the  participa- 
tion of  Massachusetts  colleges  and  universities, 
both  public  and  private.  At  present,  sixty-seven 
of  the  state's  institutions  of  higher  learning  are 
participating  in  The  U.  Plan. 


Under  the  plan,  families  can  either  invest  a  lump- 
sum or  make  monthly  deposits.  The  annual 
investment  is  used  to  purchase  certificates  that 
represent  a  fixed  percentage  of  the  tuition  at  a 
participating  college. 

For  example,  if  a  participating  Massachusetts 
college's  tuition  today  is  $10,000,  a  current  in- 
vestment of  $1,000  represents  10%  of  that  tuition. 
Under  the  U.  Plan  program,  your  $1,000  invest- 
ment which  is  equal  to  10%  of  today's  tuition  will 
be  redeemable  when  your  child  reaches  college 
age  for  the  same  10%  of  the  participating  school's 
tuition. 

The  variable  interest  rate  that  is  payable  to  the 
schools  under  the  program  is  2%  over  the  Con- 
sumer Price  Index  (CPI).  The  participating  col- 
leges, by  guaranteeing  that  your  investment  will 
buy  a  fixed  percentage  of  their  future  tuition,  are 
in  essence  accepting  part  of  the  risk  that  the  rise 
in  their  tuition  might  outpace  inflation  plus  2%. 

(Continued  on  Page  2) 
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The  program  is  designed  to  be 
flexible.  Students  must  still  fol- 
low a  participating  college's 
usual  application  process.  You 
need  not  select  a  college  when 
you  join  the  program,  but  can 
decide  after  the  child's  admis- 
sion process  is  complete  and  he 
or  she  is  ready  to  enroll. 

If  the  child  ends  up  not  attend- 
ing one  of  the  participating  col- 
leges, parents  receive  their 
money  back  plus  interest  com- 
pounded annually  at  the 
straight  CPI  rate.  Prior  to  the 
child's  college  entry  date,  how- 
ever, the  U.  Plan  investment's 
liquidity  and  transferability  are 
very  restricted. 

Families  can  participate  with  a 
minimum  lump-sum  invest- 
ment of  $300  a  year  or  $25  mini- 
mum monthly  installments. 
There  is  a  $25  application  fee 
and  a  1%  processing  fee.  These 
fees  go  to  administer  the  pro- 
gram. 

The  plan  is  administered  by  the 
Massachusetts  Educational  Fi- 
nancing Authority  in  conjunc- 
tion with  Shawmut  Bank.  The 
bank  was  selected  through  a 
competitive  process. 

This  year,  the  enrollment  pe- 
riod is  from  February  1  through 
March  31,  1995.  Information 
about  the  U.  Plan  is  available  at 
all  Shawmut  banks  in  Massa- 
chusetts or  by  calling  1-800-449- 
MEFA. 


U.  Plan  Participating 
Colleges  and  Universities 


American  International  College 

Amherst  College 

Art  Institute  of  Boston 

Assumption  College 

Babson  College 

Bay  Path  College 

Bay  State  College 

Berklee  College  of  Music 

Berkshire  Community  College 

Boston  University 

Bradford  College 

Bridgewater  State  College 

Bristol  Community  College 

Bunker  Hill  Community  College 

Cape  Cod  Community  College 

Clark  University 

College  of  Our  Lady  of  the  Elms 

Eastern  Nazarene  College 

Endicott  College 

Fitchburg  State  College 

Framingham  State  College 

Franklin  Institute 

Gordon  College 

Greenfield  Community  College 

Hampshire  College 

Hebrew  College 

Hellenic  College 

College  of  the  Holy  Cross 

Laboure  College 

Lasell  College 

Mass.  Bay  Community  College 
Mass.  College  of  Art 
Mass.  Maritime  Academy 
Massasoit  Community  College 
Merrimack  College 

Worcester  State 


Middlesex  Community  College 
Monserrat  College  of  Art 
Mount  Holyoke  College 
Mt.  Wachusett  Community 

College 
Newbury  College 
Nichols  College 
North  Adams  State  College 
North  Shore  Community 

College 
Northeastern  University 
Northern  Essex  Community 

College 
Pine  Manor  College 
Quinsigamond  Community 

College 
Regis  College 

Roxbury  Community  College 
Salem  State  College 
Simmons  College 
Smith  College 
Springfield  College 
Springfield  Technical 

Community  College 
Stonehill  College 
Suffolk  University 
Univ.  of  Mass.  at  Amherst 
Univ.  of  Mass.  at  Boston 
Univ.  of  Mass.  at  Dartmouth 
Univ.  of  Mass.  at  Lowell 
Wellesley  College 
Westfield  State  College 
Wheaton  College 
Wheelock  College 
Worcester  Polytechnic  Institute 

College 


c 


Winter  1994-1995 


TREASURER  MALONE'S  FISCAL  UPDATE 


Page  2 


3 


TREASURER  EXPRESSES  CONCERN  ABOUT  TURNPIKE 
ROLE  IN  FINANCING  THE  ''BIG  DIG'' 


The  Treasurer  recently  offered  several  sugges- 
tions to  the  Legislature  about  a  proposal  to  have 
the  Massachusetts  Turnpike  Authority  finance 
the  "Big  Dig." 

The  "Big  Dig"  is  the  country's  largest  public 
works  project.  It  involves  building  Boston's 
depressed  central  artery  and  new  third  harbor 
tunnel.  The  projected  cost  for  the  project  is  now 
as  high  as  $9.6  billion,  depending  on  the  as- 
sumed rate  of  inflation. 

About  85%  of  the  project's  costs  are  expected  to 
be  paid  by  the  federal  government.  The  balance 
will  be  paid  by  the  state.  There  are  serious 
questions  about  how  the  state  will  meet  those 
obligations. 

The  Legislature  recently  held  hearings  on  a  fi- 
nancing bill  submitted  by  Governor  Weld.  It 
would  give  the  Massachusetts  Turnpike  Author- 
ity a  pivotal  role  in  meeting  the  state's  financial 
obligations  for  the  project. 

Under  the  bill,  the  revamped  Authority  would 
continue  to  control: 

□  The  present  Massachusetts  Turnpike  and 
its  Boston  extension  and 

□  The  Sumner  and  Callahan  airport 
tunnels. 

Added  to  its  purview  would  be: 

□  The  "Ted  Williams"  Third  Harbor 
Tunnel  currently  under  construction. 

□  The  Central  Artery  and  a  portion  of  the 
Southeast  Expressway. 

□  The  Tobin  Bridge. 

In  exchange,  the  Authority  would  pay  a  substan- 
tial portion  of  the  state's  share  of  the  Big  Dig 
project.  It  would  also  buy  the  Tobin  Bridge  from 
the  Massachusetts  Port  Authority. 

The  Authority  would  finance  its  expanded  op- 
erations from  tolls.  Tolls  would  include  those 
already  in  place  on  the  turnpike,  the  bridge  and 
two  airport  tunnels.  Tolls  would  also  come  from 


the  new  airport  tunnel  when  it  opens. 

It  is  unclear  by  how  much  present  tolls  would 
increase,  if  at  all.  Much  of  the  financial  information 
necessary  to  evaluate  this  proposal  is  not  yet  avail- 
able. The  legislation,  however,  is  being  pushed  to 
meet  an  April  1st  deadline. 

The  proposal  is  troubling  for  several  reasons.  It 
places  the  state's  obligations  for  a  huge  tindertak- 
ing  with  an  "independent"  state  agency.  The  agency 
is  controlled  by  a  three  member  board  whose  mem- 
bers are  appointed  by  the  governor  for  staggered 
terms.  It  is  not  politically  accountable. 

The  legislature  is  being  asked  to  consider  this  pro- 
posal without  having  all  the  financial  information 
on  the  table.  As  a  result,  no  one  knows  how  much 
in  toll  revenue  will  be  needed  to  finance  the  state's 
share  of  the  "Big  Dig."  The  Treasurer  feels  this 
transfer  should  not  take  place  until  all  data  is 
known. 

If  the  proposal  does  move  forward,  the  Treasurer 
offered  the  following  suggestions  to  increase  the 
public  accountability  of  the  Turnpike  Authority 
and  ensure  fairness: 

□  The  Turnpike  Authority's  board  should  have 
more  than  three  members.  Additions  could  in- 
clude the  Secretary  of  Transportation  and  Con- 
struction, a  representative  of  a  concerned  motorist 
organization  such  as  AAA  and  a  senior  elected 
official,  such  as  the  State  Auditor. 

□  A  citizen's  advisory  board  similar  to  those 
at  other  major  authorities  should  be  established  to 
ensure  full  and  open  discussion  of  major  actions 
such  as  toll  increases  before  they  take  place. 

□  All  Turnpike  Authority  note  and  bond  is- 
sues should  be  made  subject  to  prior  approval  by 
the  state's  Finance  Advisory  Board. 

In  conclusion,  a  number  of  vital  questions  remain 
about  the  "Big  Dig."  These  include  its  total  cost  and 
how  the  state's  share  of  that  cost  will  be  equitably 
borne  by  its  citizens.  The  current  proposal  is  being 
considered  in  a  haste  that  we  may  come  to  regret 
later. 
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A  UDITOR  CONFIRMS  SA  VINGS 


Privatization  of  government  services  has  been  a 
subject  of  controversy  for  the  past  four  years  in  our 
state.  Opponents  question  whether  government  can 
really  save  money  by  hiring  private  firms  to  perform 
its  functions. 

One  successful  privatization  effort  was  undertaken 
early  in  the  Treasurer's  administration  at  the  Lottery. 
It  involved  contracting  out  for  the  delivery  of  lottery 
tickets. 

Recently,  the  State  Auditor  released  a  report  detail- 
ing his  office's  audit  of  this  very  successful  project. 
The  report  was  as  follows: 

In  April  1991,  the  Massachusetts  State  Lottery  Commis- 
sion (MSLC)  contracted  zvith  United  Parcel  Service  (UPS) 
to  deliver  instant  tickets  and  betting  supplies  to  the  6,000 
lottery  sales  agents.  Prior  to  this  action,  the  instant  tickets 
and  betting  supplies  ivere  delivered  by  67  couriers  em- 
ployed by  MSLC.  Effective  May  1,  1991  these  positions 
were  eliminated. 

A  short-term  (two-month)  contract  was  signed  with  UPS 
(the  lowest-cost  provider)  to  deliver  instant  game  tickets 
and  on-line  supplies  (betting  slips,  rolls  of  paper,  and 


ribbons).  Simultaneously ,  a  Request  for  Proposal  was  issued 
for  delivery  services  to  begin  Jidy  1, 1991.  After  several  bids 
were  received  and  analyzed,  UPS,  the  lowest-cost  bidder,  was 
awarded  a  one-year  contract  for  $960,879. 

Our  review  of  the  contract  for  delivery  services  revealed  that 
$1,853,229  in  net  savings  were  achieved  for  the  year.  This  was 
a  result  of  elimination  of  the  courier  related  positions  ( salaries, 
health  insurance,  retirement,  unemployment  insurance,  per- 
sonal, vacation,  sick  and  holiday  time),  which  yielded  annual 
cost  reductions  of  $2,501,950,  plus  estimated  annualized 
savings  of  $312,158  for  vehicle  costs,  fuel  costs,  and  mainte- 
nance and  repair  costs,  less  the  $960,879,  one-year  contract. 


Before 


After 


FOR  YEAR 
$1,853,229 


$0         $500,000   $1,000,000  $1,500,000  $2,000,000  $2,500,000  $3,000,000 


ORANGE  COUNTY  IS  NOT  IN  MASSACHUSETTS 


The  Treasurer  recently  reassured  participants  in 
the  Massachusetts  Municipal  Depository  Trust 
(MMDT)  that  their  funds  are  secure.  The  MMDT 
is  a  money  market  investment  pool  for  nearly 
700  state,  local,  county  and  other  independent 
governmental  entities.  Its  investments  total 
over  $1  billion. 

Inappropriate  high  risk  investments  made  by  a 
$7.5  billion  pooled  fund  in  Orange  County,  Cali- 
fornia, resulted  in  that  county's  bankruptcy. 
The  fund  used  so-called  derivative  securities 
and  leverage  to  seek  higher  returns  at  greater 
risk. 


In  our  state,  the  MMDT  is  managed  by  the  State 
Treasurer  under  a  contract  with  Fidelity  Invest- 
ments. Its  investment  policy  is  conservative  and 
the  average  maturity  in  the  portfolio  is  90  days  or 
less.  Short  maturities  mean  that  the  principal 
value  of  the  fund  is  insulated  from  swings  in 
interest  rates. 

There  are  no  derivative  securities  in  MMDT's 
portfolio.  Furthermore,  the  fund's  assets  are  not 
leveraged.  For  all  of  these  reasons,  the  Treasurer 
explained,  the  MMDT  does  not  take  the  risks  that 
resulted  in  the  collapse  of  the  Orange  County 
fund. 
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BOND  RATING 
UPGRADE 


1994  PENSION  FUND 
PERFORMANCE  IN  TOP  31  % 


The  state's  bond  rating  continues  to  edge  up- 
ward. In  November,  Moody's  Investors  Ser- 
vice raised  the  rating  on  our  state's  general 
obligation  debt  from  A  to  Al. 

Moody's  cited  our  state's  "record  in  recent 
years  of  restoring  fiscal  control  in  the  face  of 
severe  economic  adversity"  and  "an  economy 
which,  even  after  the  stress  of  the  last  reces- 
sion, retains  diverse  sources  of  strength..." 

The  State  Treasury  prepares  the  state's  cash 
flow  projections.  Those  projections  reflect  the 
improved  state  of  our  state's  finances.  Among 
positive  factors  contributing  to  the  upgrade 
are  the  absence  of  short-term  commercial  pa- 
per borrowing  by  the  Treasury.  By  contrast,  in 
1990,  $1.2  billion  was  borrowed  on  a  short- 
term  basis. 

Another  positive  change  over  the  last  four 
years  is  the  funding  of  the  state's  stabilization, 
or  "rainy  day,"  fund.  The  balance  in  this  fund 
now  exceeds  $387  million.  In  1990,  by  com- 
parison, it  was  zero. 


STRONG  LOTTERY  SALES  FOR  1994 


Lottery  sales  for  the  calendar  year  1994  grew 
12.8%  over  the  previous  year.  Total  sales  for  the 
period  were  $2.61  billion,  compared  to  $2.31 
bilHon  for  1993. 

Sales  of  instant  game  tickets  rose  13.8%.  KENO 
sales  rose  from  $10.6  million  in  1993  to  over  $185 
million  in  1994. 

The  Massachusetts  Lottery's  position  as  the  most 
efficient  in  the  nation  remains  unchallenged. 
Administrative  expenses  were  2.6%  of  sales  for 
the  calendar  year.  The  prior  year's  ratio  was 
2.9%. 

Net  revenues  rose  6.1%,  reaching  $611  million 
compared  to  $576  million  for  1993.  This  contin- 
ued improvement  is  good  news  for  the  state's 
cities  and  towns  that  share  a  portion  of  those 
ts. 


Results  for  the  calendar  year  1994  put  the  com- 
bined performance  of  the  state's  two  largest  pen- 
sion funds  in  the  top  31%  of  funds  nationally. 
The  funds  maintained  their  top  tier  rating  despite 
a  difficult  year  in  the  investment  markets. 

The  Massachusetts  State  Teachers'  and  Employ- 
ees Retirement  Systems  Trust  ("MASTERS")  and 
the  Pension  Reserves  Investment  Trust  ("PRIT") 
have  combined  assets  of  over  $12  billion.  Each 
fund  is  overseen  by  a  board;  the  State  Treasurer 
serves  as  the  chairman  of  both. 

At  the  end  of  calendar  year  1994,  the  Trust  Uni- 
verse Comparison  Service  ("TUCS")  ranked  the 
PRIT  fund's  annual  return  among  the  top  11%  of 
public  funds  with  a  return  of  .45%;  MASTERS 
was  among  the  top  34%  with  a  return  of  -.63%. 
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Spending  Levels  for  Treasury  Administrative y  Bank  Fee  and 

Retirement  Board  Accounts  .Qy^j^^j^E^T  DOCUMENTS 

COLLECTION 

Spending  Down 

University  cf  Massacriusetts 
Depository  Copy 


Fiscal  Year  Fiscal  Year 


Treasury  & 
Bank  Fees 
Retirement 
Total 


1989 

$  14,123,707 
$  2,929,835 
$17,053,542 


1990 

$13,190,081 
$2,595,361 
$15,785,442 


Fiscal  Year 
1991 

$11,868,142 
$2,051,681 
$13,919,823 


Fiscal  Year  Fiscal  Year     Fiscal  Year     Fiscal  Year 
1992  1993  1994  1995 

$11,449,302   $10,582,415   $8,438,819  $8,078,437 
$1,654,975     $1,524,469   $1,358,862  $1,300,486 
$13,104,277  $12,106,884   $9,797,681  $9,378,923 
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Spending  Cut  Again  at  the  State  Treasury 


"Doing  more  with  less"  are  the  watchwords  at  the 
State  Treasury. 

The  end  of  the  fiscal  year  1995  marked  steady 
improvement  in  both  State  Treasury  and  Retire- 
ment Board  operations.  Cost  of  operations  is  now 
an  impressive  45%  less  than  it  was  in  fiscal  year 
1989. 

Spending  has  been  cut  from  over  $17  million  in 
1989  to  under  $9.4  milhon  in  1995.  It  is  interesting 
to  note  that  if  fiscal  year  1989  Treasury  spending 
had  merely  grown  by  inflation,  spending  today 
would  exceed  $21  million. 

Improved  efficiency,  increased  use  of  technology 


and  continued  cost  control  efforts  all  contributed 
to  the  most  recent  decline  in  spending.  Staffing 
levels  have  also  been  reduced.  Restructuring  and 
managed  attrition  permitted  an  almost  10%  re- 
duction of  the  Treasury  work  force  during  fiscal 
year  1995. 

The  number  of  employees,  in  full  time  equiva- 
lents, now  stands  at  135.  By  comparison,  in  fiscal 
year  1989,  there  were  325  Treasury  employees. 

Fiscal  Year  1996  presents  a  number  of  operational 
challenges  for  the  State  Treasury,  including  a  leg- 
islatively mandated  reduction  in  its  operating 
budget.  Plans  are  already  underway  for  meeting 
these  newly  imposed  limits. 


State  Tax  Revenues  Continue  to  Increase 


For  the  fifth  straight  year, 
state  tax  revenues  have 
increased  over  the  pre- 
vious fiscal  year's. 

Tax  revenues  for  fiscal 
year  1995  increased 
5.3%  over  fiscal  year 
1994.  The  total  tax  rev- 
enue for  fiscal  year  1995 
was  $11,165  billion  in 
contrast  to  the  $10,607 
billion  of  the  prior  fiscal 
year. 

Tax  revenue  supported 
approximately  67%  of 
the  state's  $16.7  billion 
operating  budget  for  fis- 
cal year  1995;  federal 
reimbursements  sup- 
ported about  18.4%. 


Fiscal 
Year 
1995 


C 


Summer  1995 


TREASURER  MALONE'S  FISCAL  UPDATE 


Page  2 


r 


Low  Interest  Rate  Loans  Made  for  Water  Pollution  Control 


In  June,  the  Treasurer  announced  $59  million  in 
new  loans  had  been  made  by  the  Water  Pollution 
Abatement  Trust,  a  state  revolving  loan  fund.  The 
Trust  helps  finance  wastewater  treatment  projects 
throughout  the  Commonwealth.  It  operates  in  the 
Treasurer's  office  overseen  by  a  three  member 
board,  comprised  of  the  State  Treasurer  as  chair- 
man, the  Secretary  of  the  Executive  Office  of 
Administration  and  Finance  and  the  Commissioner 
of  the  Department  of  Environmental  Protection. 

The  Trust  uses  federal  grants  and  matching  state 
grant  funds  to  capitalize  its  revolving  loan  fund.  A 
"revolving"  loan  fund  reloans  money  as  it  receives 
principal  repayment  on  its  outstanding  loans. 

The  Trust  was  created  in  1989  but  did  not  make  its 
first  loan  until  1992.  As  the  graph  below  demon- 
strates, to  date,  the  Trust  has  made  over  $604 
million  in  loans. 

Its  newest  loans  will  assist  29  of  the  state's  commu- 
nities. Since  its  inception,  assistance  from  the  Trust 
has  gone  directly  or  indirectly  to  help  more  than 
101  of  the  state's  351  cities  and  towns.  The  MWRA 


has  been  the  largest  borrower  with  $236  million 
in  loans  to  assist  in  the  Boston  Harbor  cleanup. 
The  city  of  New  Bedford  has  received  over  $130 
million  in  loans  to  finance  its  water  pollution 
control  efforts. 

The  Trust  has  received  federal  grants  totaling 
approximately  $375  million,  and  matching  grants 
from  the  Commonwealth  in  the  amount  of  ap- 
proximately $75  million  to  fund  the  loans.  The 
Trust  has  also  received  $21  million  in  Common- 
wealth grants  to  fund  a  separate  program  for 
projects  which  do  not  fall  under  the  Clean  Water 
Act.  The  Trust  borrows  the  rest  of  the  funds  it 
lends  on  the  open  market.  The  most  recent  debt 
issue  of  the  Trust  was  recognized  with  a  AAA 
rating  from  Standard  &  Poors  and  the  interest 
savings  from  those  high  credit  quality  bonds 
were  passed  along  to  borrowers  of  the  Trust. 

The  interest  rate  on  the  Trust  loans  is  about 
2.75%.  These  low  interest  loans  make  the  neces- 
sary environmental  cleanup  more  affordable, 
and  allow  communities  to  significantly  improve 
water  quality. 


Cumulative  Amount  of  MWPAT  Loans  Distributed 
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Treasurer  Malone  recently  announced  two  impor- 
tant enhancements  of  the  Commonwealth's  de- 
ferred compensation  program.  These  changes 
offer  the  plan  participants  more  investment  op- 
tions and  help  in  deciding  among  the  plan's  vari- 
ous options. 


The  deferred  compensation  program  is  a  tax-de- 
ferred retirement  program  open  to  all  state  em- 
ployees and  to  employees  of 
participating  municipali- 
ties and  other  govern- 
ment entities.  The 
program  is  simi-  $1,200 
lar  to  401(k) 
plans  that 
private  com- 
panies offer  2 
to  their  em-  .2 
ployees.  ^ 

The  Treasurer 
and  the  plan's 
oversight  com- 
mittee have  worked 
diligently  over  the 
past  four  years  to  make  the 
Commonwealth's  plan  one  of  the 
country's  premier  deferred  compensa- 
tion programs.  As  the  plan  has  been  im- 
proved, participation  and  investment  assets  have 
grown  dramatically.  The  plan  in  1991  had  ap- 
proximately 50,000  participants  and  $702  million 
in  assets.  Today,  there  are  over  200,000  partici- 
pants and  over  one  billion  dollars  in  assets. 

The  first  new  enhancement  of  the  plan  will  add 
three  new  mutual  fund  investment  options.  The 
new  mutual  funds  cover  a  broad  range  in  invest- 
ment risks. 

The  Templeton  Foreign  Fund  offers  long-term  capi- 
tal growth  through  foreign  securities.  The  AIM 
Constellation  Fund  offers  capital  appreciation 
through  investment  in  small  and  medium-sized 


emerging  businesses.  The  Vanguard  Index  Trust- 
500  Portfolio  is  comprised  of  the  securities  that 
make  up  the  Standard  &  Poor's  500  Composite 
Stock  Price  Index.  It  offers  potential  growth  of  the 
capital  as  well  as  a  current  income  because  many 
of  the  securities  have  above-average  dividend 
yields.  As  an  index  fund,  as  opposed  to  an  actively 
managed  fund,  it  offers  very  low  management 
fees.  The  deferred  compensation  plan  now  offers 
thirteen  diverse  investment  op- 
tions. 

Deferred  Compensation  Plan  Assets 

The  second  new  enhance- 


ment of  the  plan  will 
help  participants  to 
choose  among  those 
options.  A  new  Invest- 
ment Options  Guide  is 
being  distributed  to  all 
plan  participants.  The 
Guide  briefly  outlines 
the  investment  options 
under  the  plan.  It  also 
presents  four  model  in- 
vestment portfolios. 
The  four  models  sug- 
gest investment  strate- 
gies for  individuals  of  dif- 
ferent ages,  financial  circum- 
stances and  retirement  goals. 

The  company  that  coordinates  the  plan 
is  also  offering  individualized  investment  advice 
through  its  CHART  program.  The  program  rec- 
ommends a  customized  investment  portfolio  by  a 
computer  analysis  of  a  participant's  goals  and 
investment  philosophy.  The  CHART  program  is 
available  at  a  modest  annual  fee  and  a  participant's 
asset  allocations  can  be  systematically  updated 
once  a  year  or  as  personal  circumstances  change. 

More  information  about  the  deferred  compensa- 
tion plan  is  available  from  the  plan  coordinator  at 
1-800-799-6277. 
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The  Boston  Common  Garage  Reopens  on  Time  and  under  Budget 


The  Boston  Common  underground  garage  recon- 
struction project  has  been  successfully  completed 
on  time  and  under  budget.  The  garage  reopened 
to  the  public  July  5,  1995. 

While  cost  estimates  had  ranged  upwards  of  $40 
million,  the  project  was  completed  under  its  $33.6 
million  budget.  In  addition,  the  garage's  opera- 
tions have  been  privatized  consistent  with  Trea- 
surer Malone's  recommendations.  The  Treasurer 
chairs  the  Massachusetts  Convention  Center  Au- 
thority ("MCCA")  that  owns  the  garage. 

The  Boston  Common  garage  was  originally  built 
in  1962.  The  garage's  structural  integrity  and 
maintenance  deteriorated  over  the  years.  How- 
ever, the  garage  remained  a  great  asset  to  the 
Beacon  Hill  community  where  parking  spaces  are 
rare.  Prior  to  the  garage's  closure,  the  MCCA 
operated  the  garage. 

The  State  Building  Inspector  determined  in  Feb- 
ruary, 1992  that  both  people  and  cars  inside  the 
garage  were  in  danger  from  crumbling  concrete. 
Protective  netting  was  installed  to  catch  falling 
concrete.  Although  emergency  repairs  allowed 
the  garage  to  temporarily  reopen  in  April,  1992, 
the  extent  of  the  deterioration  necessitated  more 
extensive  reconstruction.  State  officials  declared 
the  structure  unsafe  on  November  1,  1992,  and 
formally  closed  it  down  for  repairs. 

The  garage  has  about  1,450  parking  spaces  for 
residents,  commuters,  tourists  and  shoppers. 
While  the  garage  was  under  repair.  Treasurer 
Malone  worked  with  Authority  Director  Francis 
X.  Joyce  and  community  leaders  to  provide  400 
alternative  parking  spaces  for  the  neighborhood 
residents  who  leased  spaces  in  the  garage. 

The  new  parking  rates  for  the  garage  are  designed 
to  be  competitive  with  other  privately  operated 
garages.  Monthly  parking  is  set  at  $210  and  daily 
rates  range  from  $4  to  $18. 


The  reconstruction  project  included  the  renova- 
tion of  the  concrete  floors  and  ramps  of  the  three 
story  underground  garage  and  replacement  of 
the  stairs,  elevators  and  signs.  Four  dilapidated 
kiosks  were  demolished  and  replaced.  New 
landscaping,  walkways  and  lighting  further  en- 
hance the  Boston  Common  above  the  garage. 

A  new  security  system  has  also  been  installed  to 
ensure  the  safety  of  garage  users.  The  new 
system  includes  125  emergency  call  stations  con- 
nected to  a  closed  circuit  television  system.  The 
firm  that  provides  security  at  the  Hynes  Conven- 
tion Center  provides  around-the-clock  security 
at  the  garage. 


QUESTIONS,  COMMENTS 
OR  SUGGESTIONS 
REGARDING  THE 
FISCAL  UPDATE 
MAY  BE  SENT  TO: 

Fiscal  Update 
c/o 

Treasurer  Joe  Malone 
One  Ashburton  Place 
12th  Floor 
Boston,  MA  02108-1608 

(617)  367-3900  (ext.  262) 
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STATE  TREASURY  INITIATIVE  HELPS  SMALL  BUSINESS 


Anew  program  at  the  State  Trea- 
sury is  good  news  for  small  busi- 
nesses in  Massachusetts.  Work- 
ing with  the  U.S.  Small  Business 
Administration  ("SBA")  and  local 
banks,  the  Treasury  has  commit- 
ted $50  million  in  deposits  to- 
ward helping  banks  make  small 
business  loans. 

The  loans  will  be  made  through 
the  SBA's  LowDoc  Loan  Program 
that  slashes  red  tape,  paperwork 
and  delay  for  small  businesses. 
Loans  of  up  to  $100,000  are  avail- 
able. Borrowers  need  only  com- 
plete a  simple,  one-page  applica- 
tion form.  Applications  are  acted 
upon  in  three  business  days. 

Loans  are  made  directly  to  small 
businesses  by  local  banks  with 
eighty  percent  of  each  loan  guar- 


antied by  the  SBA.  Under  the 
Treasury  initiative,  banks  making 
these  LowDoc  loans  will  be  eli- 
gible to  receive  a  deposit  from  the 
state  in  the  amount  of  the  loans 
that  they  make.  The  deposits  are 
designed  to  encourage  the  banks 
to  increase  their  participation  in 
the  program. 

Importantly,  all  State  Treasury  de- 
posits will  earn  competitive  rates 
of  return  from  the  banks.  The  de- 
posits are  not  dependent  upon  the 
LowDoc  loans'  repayment. 

Every  three  months,  the  Treasury 
will  offer  deposits  to  lending 
banks  based  on  their  total  LowDoc 
loan  activity  during  the  prior 
quarter.  Based  on  our  first  review, 
forty-seven  banks  are  eligible  to 
receive  more  than  $5  million  in 


state  deposits  for  the  quarter 
that  ended  December  31,  1995. 

The  Treasury's  commitment  to 
this  program  is  the  largest  in  the 
nation.  Mary  McAleney,  Mas- 
sachusetts' SBA  director,  said;  "I 
applaud  Treasurer  Malone  for 
taking  the  lead  in  creating  in- 
centives for  banks  to  participate 
in  our  popular  low  documen- 
tation loan  program.  By  work- 
ing together,  the  SBA  and  the 
Treasurer's  Office  are  providing 
banks  with  additional  resources 
to  satisfy  small  business  loan 
demand." 

Information  regarding  the 
LowDoc  lending  program  is 
available  by  calling  the  SBA  at 
1-617-565-5590. 
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RECORD  YEAR  FOR  DEFERRED  COMPENSATION  PLAN 


The  State's  Deferred  Compensation  Program  had  an 
outstanding  year  in  1995,  with  investment  gains  of 
close  to  40  percent  for  some  participants.  The  pro- 
gram, which  is  overseen  by  the  Treasurer's  office, 
ended  the  year  with  over  200,000  participants  who 
have  invested  more  than  $1.2  billion,  both  record 
amounts. 

The  state  plan  is  similar  to  401  (k)  plans  in  the  private 


sector.  It  allows  participants  to  save  for  their  retire- 
ment on  a  tax-deferred  basis.  The  plan  offers  partici- 
pants more  than  a  dozen  investment  options  covering 
a  broad  range  of  potential  risks  and  rewards. 

The  table  below  shows  the  1995  average  annual  re- 
turns for  some  of  the  various  investment  choices.  His- 
toric gains  in  the  stock  market  contributed  to  very  high 
returns  for  the  equity-based  investment  options. 


Fund  Name 

Last  Quarter 
1995  (10/1/95 
to  12/31/95) 

1  Year 
(12/31/94  to 
12/31/95) 

5  Years 
(12/31/90  to 
12/31/95) 

10  Years 
(12/31/85  to 
12/31/95)  or 
Inception 

(Numbers  in  Percent) 

Vanguard  Money  Market  Reserves-Prime  Portfolio 

1.39 

5.82 

4.55 

6.11 

Vanguard  Index  Trust-500  Portfolio 

6.01 

37.45 

16.41 

14.58 

Vanguard  Wellington  Fund 

5.89 

32.92 

14.91 

12.78 

Fidelity  Balanced  Fund 

3.57 

14.90 

12.17 

10.71 

Fidelity  Growth  &  Income  Portfolio 

7.60 

35.38 

21.23 

18.69 

Fidelity  Growth  Company  Fund 

0.50 

39.61 

20.49 

17.00 

Calvert  Social  Investment  Fund-Managed  Growth  Portfolio 

4.69 

25.85 

9.96 

10.32 

AIM  Weingarten  Fund  (10/91  Inception) 

-1.50 

35.43 

N/A 

11.82 

AIM  Charter  Fund  (7/91  Inception) 

3.08 

36.13 

N/A 

12.03 

AIM  Constellation  Fund  (4/92  Inception) 

-4.11 

36.16 

N/A 

20.18 

Templeton  Foreign  Fund 

0.24 

11.15 

12.56 

16.19 

The  following  data  represents  past  fund  performance.  The  data  reflects  all  fees  and  expenses  of  the  mutual  funds  (which  are 
described  in  each  fund's  prospectus)  but  does  not  reflect  the  Plan  Coordinator's  fee.  Mutual  funds  selected  for  the  Common- 
wealth of  Massachusetts  Deferred  Compensation  Plan  do  not  have  front-end  or  redemption  sales  charges.  All  illustrated  returns 
assume  reinvestment  of  dividends  and  capital  gains.  Your  Plan  Account's  return  may  be  greater  than  or  lower  than  the  illustrated 
return.  Past  performance  is  not  a  guarantee  or  indication  of  future  performance.  Investment  return  and  principal  value  may 
fluctuate  so  when  shares  are  redeemed  they  may  be  worth  more  or  less  than  the  original  costs.  None  of  the  funds  (including  the 
Money  Market  fund)  are  guaranteed  by  the  U.S.  Government  or  any  government.  There  is  no  assurance  that  the  Money  Market 
fund  will  be  able  to  maintain  a  stable  net  asset  value  of  $1.00  per  share.  Under  the  Commonwealth  of  Massachusetts  Deferred 
Compensation  Plan,  you  may  change  your  Plan  Account's  investment  direction  on  any  business  day  without  charge. 
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SAVING  MAKES  "CENTS  "  PROGRAM  IN  280  SCHOOLS 


An  innovative  State  Treasury  program  to  educate 
children  about  the  ABC's  of  money  management  is 
now  being  taught  in  280  of  the  state's  elementary 
schools.  The  Saving  Makes  "Cents"  program  is 
taught  by  classroom  teachers  using  a  12-lesson  cur- 
riculum provided  by  the  State  Treasurer's  Office. 

The  program  is  designed  to  be  both  educational  and 
fun  and  is  adaptable  for  grades  three  through  six. 
As  part  of  the  program,  the  students  are  encouraged 
to  open  savings  accounts.  Local  banks  visit  the 
schools  to  accept  deposits.  To  date,  nearly  30,000 


children  have  opened  savings  accounts. 

Treasurer  Malone  believes  that  the  early  hands-on 
experience  with  a  bank  account  can  play  a  small 
part  in  helping  to  increase  our  national  savings  rate. 

"Japan's  savings  rate  is  seven  times  higher  than  the 
United  States  and  Germany's  is  four  and  one  half 
times  ours.  If  we  are  going  to  compete  effectively 
in  the  global  marketplace,  our  children  must  learn 
the  importance  of  saving  and  investment,"  Malone 
said. 


PARTICIPATING  COMMUNITIES 


Abington 

Dorchester 

Lexington 

Norwell 

Southbridge 

Adams 

Douglas 

Longmeadow 

Norwood 

Springfield 

Allston 

Dracut 

Lowell 

Orange 

Stoneham 

Amesbury 

Easthampton 

Ludlow 

Oxford 

Stoughton 

Andover 

Everett 

Lynn 

Paxton 

Sturbridge 

Ashfield 

Fairhaven 

Maiden 

Peabody 

Taunton 

Athol 

Fall  River 

Marblehead 

Petersham 

Tewksbury 

Attleboro 

Foxborough 

Marlborough 

Pittsfield 

Truro 

Aubumdale 

Framingham 

Marshfield 

Quincy 

Wakefield 

Belchertozvn 

Franklin 

Med  ford 

Randolph 

Walpole 

Beverly 

Gloucester 

Melrose 

Raynham 

Waltham 

Billerica 

Grafton 

Mendon 

Reading 

Ware 

Blackstone 

Halifax 

Merrimac 

Revere 

Warwick 

Boston 

Hancock 

Methuen 

Roslindale 

Watertown 

Bradford 

Hanover 

Middleborough 

Rowley 

Wellfleet 

Braintree 

Hanson 

Millbury 

Roxbury 

West  Bridgewater 

Bridgewater 

Haverhill 

Millville 

Rutland 

Westborough 

Brighton 

Hingham 

Nantucket 

Salem 

Westfield 

Brockton 

Holbrook 

New  Bedford 

Salisbury 

Westport 

Cambridge 

Hudson 

Newbury 

Saugus 

Westwood 

Canton 

Hyde  Park 

Newburyport 

Sheffield 

Weymouth 

Centerville 

Ipswich 

Newton 

Somerville 

Whitman 

Charlestown 

Jamaica  Plain 

North  Andover 

South  Boston 

Williamstown 

Charlton 

Lenox 

North  Brookfield 

South  Easton 

Winchester 

Chicopee 

Leominster 

North  Easton 

South  Hadley 

Wobum 

Cotuit 

North  End/Boston 

Worcester 
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STATE'S  UNFUNDED  PENSION  LIABILITY  DROPS 


The  Commonwealth  of  Massa- 
chusetts has  a  substantial  un- 
funded pension  liability,  but 
progress  is  being  made  in  reduc- 
ing it,  according  to  a  recent  re- 
port. 

The  report  estimates  the  state's 
total  unfunded  liability  as  of 
January  1, 1995.  At  $8.23  billion, 
the  latest  figure  represents  a 
drop  of  14.8%  from  two  years 
earlier.  Moreover,  the  state's  to- 
tal liability  is  now  about  60% 
funded  vs.  only  42%  funded  five 
years  earlier. 

The  state's  total  pension  obliga- 
tion includes  pensions  under  the 
state  employees  retirement  sys- 
tem, the  state's  teachers'  retire- 
ment system,  the  Boston  teach- 
ers' system 


future  cost  of  living  adjustments,  re- 
tirement levels,  mortality  and  disabil- 
ity rates,  inflation  rates,  and  the  return 


As  the  State 's  Unfunded  Pension  Liability  Declines 


1/1/90 


1/1/93 


on  invested  pension  assets  must  all  be 
estimated. 

The  final  estimate  of  our  unfunded  li- 
ability expresses,  in  current  dollars,  the 
total  amount  that  will  be  paid  out  in 


lower  than  two  years  earlier. 
These  include  a  lower  payroll  than 
had  been  previously  estimated, 
the  ab- 
sence of  a 
cost  of  liv- 
ing in- 
crease in 
1994,  and  a 
"cleaning- 
up"  of 
some  of 
the  actu- 
arial data. 

1/1/95 

Looking 

forward,  the  investment  returns 
on  the  state's  pension  funds  in 
1995  were  much  higher  than  ex- 
pected. Thus,  it  is  a  very  real  pos- 
sibility that,  as  of  January  1, 1996, 
our  state's  unfunded  liability  was 
even  lower 


1/1/95 


1/1/93 


1/1/90 


and  cost  of 
living  allow- 
ances for  104 
local  retire- 
ment sys- 
tems. Calcu- 
lating the 
state's  total 
unfunded  li- 
ability in- 
volves esti- 
mating the 
present  value 
of  the  state's 

obligations  for  o  io 

those  pension 
payments. 

This  is  a  complicated  calculation 
because  a  "best  guess"  is  made 
about  a  number  of  variables. 
For  example,  the  future  number 
of  employees,  their  rates  of  pay, 
how  much  they  will  pay  into  the 
pension  system,  the  amount  of 


The  Percent  of  the  State 's  Total  Pension  Obligation  that  is  Funded  Rises. 
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than  it  was  a 
year  before. 
This  would  be  a 
very  positive 
development. 

The   state,  in 
1988,  adopted  a 
40-year  plan  to 
fully  fund  our 
state's  pension 
obligation.  Any 
reduction  in  the 
amount  of  the 
estimated  un- 
funded liability 
therefore  is  good 
news  for  the  tax- 


future  benefits  minus  future  contribu- 
tions that  will  be  received,  future  in- 
vestment earnings  and  the  amount 
currently  on  hand. 

A  number  of  factors  are  cited  for  the 
January  1,  1995  estimate  being  14.8% 


payers. 


It  is  important  to  note,  however, 
that  the  state's  large  unfunded  li- 
ability in  no  way  reduces  its  com- 
mitment to  meeting  all  of  its  pen- 
sion obligations  both  now  and  in 
the  future. 
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LOW  INTEREST  LOANS  OFFER  TITLE  V  RELIEF 


In  January,  Treasurer  Malone  joined  with  Governor 
Weld  in  announcing  $50  million  in  low  interest  loans 
to  help  communities  cope  with  Title  V.  These  loans 
would  help  build  sewers  in  communities  where  sep- 
tic systems  are  failing.  The  loans  would  be  made  from 
the  Water  Pollution  Abatement  Trust  ("Trust")  at  less 
than  3%  interest. 

The  revised  Title  V  regulations  that  were  adopted  in 
1995  by  the  state  require  septic  systems  to  be  inspected 
when  a  home  is  sold.  These  mandated  inspections 
can  result  in  the  need  for  extensive  and  expensive  sys- 
tem repairs  that  can  create  a  serious  financial  prob- 
lem for  affected  homeowners.  The  problem  is  wide- 
spread because  over  650,000  Massachusetts  house- 
holds rely  on  septic  systems. 


Hooking  up  to  a  municipal  sewer  system  eliminates  a 
home's  use  of  its  in-ground  septic  system.  Title  V 
regulations  provide  a  five  year  waiver  of  septic 
inspections  in  areas  where  sewer  installation  is 
imminent. 

Treasurer  Malone,  who  serves  as  Chairman  of  the  Trust, 
expressed  his  hope  that  financing  can  be  expanded  to 
make  loans  directly  to  homeowners  who  are  facing  ex- 
pensive repairs  to  existing  systems  where  sewer  sys- 
tem hookups  are  not  feasible.  In  the  initial  phase  of 
this  program,  $7.5  million  of  the  $50  million  total  will 
be  available  for  that  purpose.  An  additional  $30  mil- 
lion may,  however,  be  available  through  a  recently 
approved  bond  bill. 

The  legislature  is  scheduled  to  address  a  number  of 
possible  changes  in  the  Title  V  program  this  spring. 


1995  PENSION  FUND 
RETURNS  STRONG 

ik  ^  ikr  ^  ^  ik 

The  state's  two  largest  pension  funds  performed  ex- 
ceptionally well  during  1995.  The  two  funds  have 
combined  assets  of  $15.4  billion.  The  Massachu- 
setts State  Teachers'  and  Employees'  Retirement 
Systems  Trust  ("MASTERS")  has  $8.5  billion  in  as- 
sets; the  Pension  Reserves  Investment  Trust  ("PRIT") 
$6.9  billion.  Each  fund  is  overseen  by  a  board  with 
the  State  Treasurer  serving  as  the  chairman  of  both. 

In  1995,  the  two  funds  had  a  combined  return  of 
23.8%.  MASTERS  recorded  a  23.4%  return;  PRIT  a 
24.2%  return. 

Treasurer  Malone  has  proposed  merging  the  two 
pension  funds.  He  estimates  that  close  to  $100  mil- 
lion could  be  saved  over  5  years  by  eliminating  re- 
dundant costs.  The  bill  to  merge  the  funds  is  cur- 
rently pending  before  the  Senate  Ways  &  Means 
Committee  in  the  state  legislature.  The  bill  was 
passed  by  the  House  of  Representatives  in  1995. 
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TREASURY  BUDGET  IS  SMALLER  FOR  THE 
SIXTH  YEAR  IN  A  ROW 


For  the  sixth  consecutive  year,  ad- 
ministrative costs  at  the  Treasury  and 
Retirement  Board  have  declined — 
making  the  operating  budget  more 
than  50  percent  smaller  than  it  was 
before  Treasurer  Joe  Malone  arrived 
in  office. 

Estimated  spending  on  administra- 
tive accounts  in  Fiscal  Year  1996, 
which  ended  June  30,  is  $7,922,294. 
This  lower-than-anticipated  spend- 
ing level  allows  Treasurer  Malone  to 
return  approximately  $1.3  million  to 
the  General  Fund,  representing  the 
unspent  portion  of  his  appropriation. 
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Fiscal  1996  spending  was  8.5  percent 
smaller  than  the  prior  year  and  54 
percent  less  than  the  $17  million 
spent  to  run  the  office  in  1989,  the 
all-time  high.  Total  spending  in  Fis- 
cal 1990  was  $15.7  million;  in  1991, 
$13.9  million;  in  1992,  $13.1  million; 
in  1993,  $12.1  million;  in  1994,  $9.7 
million;  and  in  1995,  $9.3  million. 


The  savings  comes  from  all  corners 
of  the  Treasury's  budget,  including 
lower  bank  fees  and  check  process- 
ing costs  and  increased  automation. 
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VENTURE  CAPITAL  FUND  CELEBRATES  1ST  ANNIVERSARY 


A  year  ago,  the  venture  capital  partnership  formed  by  Trea- 
surer Joe  Malone,  Commonwealth  Capital  Ventures,  was 
officially  launched  with  a  mandate  to  invest  in  Massachu- 
setts-based growth  companies. 

So  far.  Commonwealth  Capital  has  made  promising  in- 
vestments totaling  $14.4  million  in  ten  companies.  The 
companies  are  the  first  to  get  up  to  $50  million  in  state 
pension  fund  money  allocated  for  the  purpose  of  invest- 
ing solely  in  in-state  companies. 

One  of  the  companies  is  Lids  Corporation,  which  is  using 
its  $2.5  million  in  financing  to  expand.  Lids  expects  to 
have  100  of  its  mall-based  headgear  shops  operating  by 
the  end  of  the  year,  up  from  41  last  year.  The  fast-growing 
Lids  had  just  14  outlets  at  the  end  of  1994. 

Treasurer  Malone  stressed  that  the  primary  objective  of 
Commonwealth  Capital  is  to  get  the  highest  possible  re- 
turn on  the  state's  investments.  He  said  job  growth  and 
other  economic  benefits  would  follow. 


"\  think  we're  off  to  a  tremendous  start,"  said  Treasurer 
Malone.  "The  opportunities  to  invest  in  Massachusetts 
growth  companies  are  plentiful." 

Besides  Westwood-based  Lids,  the  other  companies  get- 
ting financing  from  Commonwealth  Capital,  either  to  start 
up  or  expand  or  for  buyouts  and  acquisitions,  are  ADAP 
Inc.,  of  Avon;  Riverton  Software,  of  Cambridge;  The  Big 
Party,  of  Boston;  Centra  Software  Inc.,  of  Cambridge; 
Instream  Corp.,  of  Woburn;  Modern  Age  Books  Inc.,  of 
Needham;  Net2Net  Inc.,  of  Hudson;  Vectis  Corp.,  of 
Waltham;  and  Polar  Beverages  Inc.,  of  Worcester. 

The  total  value  of  the  fund  is  $61  million,  which  in  addi- 
tion to  the  $50  million  in  state  pension  funds  includes  $10 
million  from  BancBoston  Capital  and  $1  million  from  the 
management  team  at  Commonwealth  Capital — Michael 
Fitzgerald,  Jeffrey  Hurst  and  Stephen  McCormack.  All 
three  have  strong  track  records  in  venture  capital  invest- 
ing, and  were  selected  after  a  national  search  involving 
nearly  100  candidates. 


COMMONWEALTH  CAPITAL  VENTURES 


ADAP,  Inc. 

Avon,  MA  $500,000 

Management  buyout  of  the  leading  auto  parts  retailer  in 
New  England  with  100  stores. 


RIVERTON  SOFTWARE 

Cambridge,  MA  $600,001 
Startup  financing  for  the  developer  of  object-oriented, 
business  process  modeling  software. 


THE  BIG  PARTY 

West  Roxbury,  MA 


$1,000,000 


Expansion  financing  for  category  killer  speciality  retailer 
of  paper  and  party  goods. 


CENTRA  SOFTWARE,  INC. 

Cambridge,  MA  $1,000,000 

Early  stage  financing  for  developer  of  distance  learning  and 
customer  service  applications  for  the  Internet. 

INSTREAM  CORPORATION 

Woburn,  MA  $1,500,000 

Early  stage  funding  for  the  developer  of  software  and 
services  that  enable  electronic  commerce  through  a 
value-added  network  for  the  behavioral  health  market. 


$1,119,247 


MODERN  AGE  BOOKS,  INC. 
Needham,  MA 

Early  stage  funding  for  the  developer  of  multimedia 
electronic  publishing  technology  for  computer 
documentation,  reference  material  and  books. 


NET2NET,  INC. 

Hudson,  MA  $1,210,000 

Early  stage  funding  for  the  developer  of  equipment  for  the 
text,  analysis  and  management  of  ATM  (asynchronous 
transfer  mode)  networks. 


VECTIS  CORPORATION 
Waltham,  MA 


$1,499,986 


Early  stage  developer  of  software  and  services  enabling 
physicians  to  manage  service  and  capture  an  electronic 
record  at  the  point  of  care. 

LIDS  CORPORATION 

Westwood,  MA  $2,500,000 

Expansion  financing  for  chain  of  mall-based  hat  stores  selling 
predominately  baseball-style  caps. 


POLAR  BEVERAGES,  INC. 
Worcester,  MA 


$3,500,000 


Acquisition  financing  for  the  leading  Independent  bottling 
company  in  New  England. 
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LOCAL  RETIREMENT  SYSTEMS  TO  RECEIVE 
PENSION  FUNDING  FROM  STATE 


Thirteen  municipal  retirement  systems  that  partici- 
pate in  the  Pension  Reserves  Investment  Trust  (PRIT) 
will  receive  funding  from  the  state  to  assist  in  re- 
ducing their  unfunded  pension  liabilities. 

The  recently-signed  Fiscal  1996  supplemental  bud- 
get bill  includes  an  appropriation  of  $4.7  million  to 
be  distributed  on  a  pro-rata  basis  to  local  retirement 
systems  that  have  turned  over  all  their  assets  for  in- 
vestment management  to  the  Pension  Reserves  In- 
vestment Management  (PRIM)  Board,  which  over- 
sees the  PRIT  fund. 

Treasurer  Joe  Malone,  the  PRIM  board's  chairman, 
said  the  state  once  offered  this  additional  benefit  in 
the  form  of  an  annual  appropriation  to  participat- 
ing systems  in  the  PRIT  fund.  However,  during  the 
fiscal  crisis  of  the  late  eighties  and  early  nineties,  the 
funding  was  ended. 

The  restoration  of  this  appropriation  symbolizes  the 
overall  improvement  in  the  state's  economic  picture 
in  the  past  five  and  a  half  years,  as  it  is  the  first  time 
since  Fiscal  Year  1990  that  the  state  has  had  the  ad- 
ditional revenue  to  fund  this  program. 


Retirement  System 

Funding 
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Gardner 

$240,000 

Hingham 

$360,000 

Milton 

$460,000 

Minuteman  Regional 

$60,000 

Montague 

$100,000 

Needham 

$790,000 

Northbridge 

$80,000 

Reading 

$450,000 

Saugus 

$300,000 

Wakefield 

$460,000 

Weymouth 

$750,000 

RAINY  DAY  FUND  TOPS  OUT  AT  $540  MILLION; 
AUTOMATIC  TAX  CUT  ON  THE  WAY 


Preliminary  figures  indicate  that  revenues  for  Fiscal 
Year  1996  totaled  $12,025  billion,  up  $888.4  million 
or  8  percent  over  the  previous  fiscal  year  and  more 
than  $365  million  above  the  official  estimate.  The 
strong  performance  allows  for  the  deposit  of  an  ad- 
ditional sum  in  the  state's  rainy  day  fund  and  a  one- 
time tax  benefit  to  Massachusetts  resident  income 
tax  filers. 

By  law,  the  first  $94  million  in  excess  revenue  is  di- 
verted to  the  Stabilization  Fund,  or  the  so-called 


"rainy  day"  fund.  That  would  create  a  total  balance 
of  $540  million  in  that  fund,  with  the  remainder  au- 
tomatically being  sent  back  to  the  taxpayers  through 
a  temporary  increase  in  the  personal  exemption  on 
1996  tax  returns. 

The  Legislature  has  set  aside  in  the  final  deficiency 
budget  $150  million  for  the  purpose  of  financing  the 
tax  cut,  with  savings  averaging  between  $40  for  a 
single  filer  and  $80  for  a  couple  filing  jointly. 
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U.  PLAN  ENROLLMENT  IS  UP  IN  THE  2ND  YEAR; 
5,200  NEW  INVESTORS  SIGN  UP 


The  1996  enrollment  period  for  the 
U.  Plan,  the  Massachusetts  College 
Saving  Program,  attracted  5,200 
new  investors  who  purchased  $19 
million  of  U.  Plan  bonds,  bringing 
the  two-year  total  since  the 
program's  inception  to  $45  million 
invested  by  more  than  33,000  par- 
ticipants. 

Treasurer  Malone  commended  the 
Massachusetts  Educational  Financ- 
ing Authority  (MEFA),  Fleet  Bank 
and  the  75  participating  colleges 
and  universities  for  contributing  to 
making  the  U.  Plan  one  of  the  most 
successful  pre-paid  tuition  pro- 
grams in  the  United  States. 

Under  the  program,  the  Treasury 


sells  bonds  to  individual  investors 
that  earn  interest  at  CPI  plus  2%.  Par- 
ticipating schools  agree  to  accept 
those  bonds  at  maturity  for  the  pay- 
ment of  whatever  percentage  of  tu- 
ition and  fees  they  bought  at  the  time 
of  purchase  without  regard  to  how 
much  tuition  has  actually  grown.  In 
effect,  the  U.  Plan  allows  families  to 
lock  in  the  cost  of  future  tuition  at 
current  rates. 

U.  Plan  bonds  are  the  first-of-its-kind 
variable  rate  debt  issued  by  the  Com- 
monwealth of  Massachusetts  with 
maturities  ranging  from  5  to  20  years. 

"The  U.  Plan  enables  families  Uke  my 
own  to  keep  pace  with  rising  cost  of 
tuition,"  said  Treasurer  Malone,  the 


father  of  three  children.  "It's  also 
gratifying  to  know  that  the  bonds 
we  created  to  make  the  program 
work  have  become  a  national 
model,  with  the  U.S.  Treasury 
now  considering  the  issuance  of 
inflation-indexed  bonds." 

Eight  new  colleges  joined  the  U. 
Plan  in  1996,  bringing  the  total 
number  to  75 — which  represent 
approximately  80  percent  of  all 
students  presently  enrolled  in 
Massachusetts  institutions  of 
higher  learning.  The  eight  new 
colleges  are  Anna  Maria  College, 
Curry  College,  Dean  College, 
Fisher  College,  Lesley  College, 
Marian  Court  College,  Wentworth 
Institute  of  Technology  and  West- 
ern New  England  College. 


1996  U.  Plan  Participating  Colleges  and  Universities 


American   International  College 

Amherst  College 

Anna  Maria  College 

Art  Institute  of  Boston 

Assumption  College 

Babson  College 

Bay  Path  College 

Bay  State  College 

Berklee  College  of  Music 

Berkshire  Community  College 

Boston  University 

Bradford  College 

Bridgewater  State  College 

Bristol  Community  College 

Bunker  Hill  Community  College 

Cape  Cod  Community  College 

Clark  University 

College  of  Our  Lady  of  the  Elms 

Curry  College 

Dean  College 

Eastern  Nazarene  College 

Endicott  College 

Fisher  College 

Fitchburg  State  College 

Framingham  State  College 


Franklin  Institute 

Gordon  College 

Greenfield  Community  College 

Hampshire  College 

Hebrew  College 

Hellenic  College 

College  of  the  Holy  Cross 

Laboure'  College 

Lasell  College 

Lesley  College 

Marian  Court  College 

Massachusetts  Bay 

Community  College 
Massachusetts  College  of  Art 
Massachusetts  Maritime  Academy 
Massasoit  Community  College 
Merrimack  College 
Middlesex  Community  College 
Montserrat  College  of  Art 
Mount  Holyoke  College 
Mount  Wachusett  Community  College 
Newbury  College 
Nichols  College 
North  Adams  State  College 
North  Shore  Community  College 
Northeastern  University 


Northern  Essex  Community  College 
Pine  Manor  College 
Quinsigamond  Community  College 
Regis  College 

Roxbury  Community  College 
Salem  State  College 
Simmons  College 
Smith  College 
Springfield  College 
Springfield  Technical 
Community  College 
Stonehill  College 
Suffolk  University 
Univ.  of  Mass.  at  Amherst 
Univ.  of  Mass.  at  Boston 
Univ.  of  Mass.  at  Dartmouth 
Univ.  of  Mass.  at  Lowell 
Wellesley  College 
Wentworth  Institute  of  Technology 
Western  New  England  College 
Westfield  State  College 
Wheaton  College 
Wheelock  College 
Worcester  Polytechnic  Institute 
Worcester  State  College 
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MIDDLE  CLASS  AMERICAN  DREAM  PROGRAM  RENE  WED; 
$125  MILLION  IN  FINANCING  IN  1996 


Treasurer  Joe  Malone's  Middle  Class  American 
Dream  Program  will  offer  $125  million  in  home  fi- 
nancing in  1996,  which  is  expected  to  provide  afford- 
able homeownership  opportunities  for  as  many  as 
1,200  families  who  need  assistance  qualifying  for 
mortgage  loans. 

Over  the  past  four  years,  3,200  Massachusetts  fami- 
lies have  become  homeowners  under  the  program, 
which  is  now  in  its  fourth  phase.  The  Middle  Class 
American  Dream  Program  is  a  joint  effort  involving 
the  Treasurer's  Office,  Freddie  Mac  and  local  finan- 
cial institutions. 

Under  the  program,  participating  lenders  offer  home 
financing  to  borrowers  who  need  assistance  with 
down  payments  or  closing  costs.  Freddie  Mac  pack- 


ages the  loans  it  purchases  from  the  lenders  into  se- 
curities and  sells  them  to  the  $8.5  billion  Massachu- 
setts State  Teachers'  and  Employees'  Retirement  Sys- 
tems Trust.  Since  the  program's  inception  in  1991,  the 
pension  fund  has  been  the  source  of  more  than  $300 
million  in  Middle  Class  American  Dream  home  financ- 
ing. 

Borrowers  who  have  incomes  of  up  to  135  percent  of 
the  median  income  in  their  area — in  Boston,  that 
would  be  $76,000 — can  make  down  payments  as  low 
as  5  percent  of  the  purchase  price  of  the  home.  The 
program  also  has  flexible  qualifying  ratio  guidelines, 
allows  for  a  portion  of  the  closing  costs  to  be  paid  from 
a  number  of  sources,  including  gifts  or  grants,  and 
waives  the  usual  requirement  that  borrowers  have  two 
months  of  mortgage  payments  in  the  bank  at  the  time 
of  closing. 


LEGISLATURE  PASSES  PENSION  FUND  MERGER 


A  bill  authorizing  the  merger  of  the  state's  two  pen- 
sion funds  was  passed  by  the  Legislature  on  the  fi- 
nal day  of  the  1996  legislative  session.  Governor 
Weld  is  expected  to  sign  the  measure  into  law. 

Currently,  Massachusetts  is  the  only  state  in  the  na- 
tion with  two  separate  funds  serving  the  same  ben- 
eficiaries. The  merger,  which  was  first  proposed  by 
Treasurer  Joe  Malone  two  and  a  half  years  ago,  would 
save  an  estimated  $12  million  to  $15  million  annu- 


ally by  eliminating  duplicative  costs. 

Under  the  legislation,  the  Massachusetts  State  Teach- 
ers' and  Employees'  Retirement  Systems  (MASTERS) 
Trust  would  be  abolished  effective  December  31, 
1996,  and  its  assets  transferred  to  the  Pension  Re- 
serves Investment  Trust  (PRIT),  which  is  overseen  by 
a  nine-member  board. 

The  newly-consolidated  fund  would  have  assets  in 
excess  of  $15  billion. 
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UNFUNDED  PENSION  LIABILITY  SHRINKS 
DRAMATICALLY 


The  state's  unfunded  pension  liability 
has  shrunk  dramatically — putting 
Massachusetts  well  on  the  road  to  the 
goal  of  a  fully-funded  retirement  sys- 
tem. 

Because  of  superior  investment  perfor- 
mance with  the  state's  pension  fund, 
and  because  there  are  fewer  people 
working  for 
the  state  and 
increases  in 
their  pay  have 
moderated, 
there  have 
been  rapid 
gains  in  the  re- 
duction of  the 
unfunded 
pension  liabil- 
ity. 


The  unfunded  i'i/90      1/1/91  1/1'92 

liability  is  the 
difference  in 

the  value  of  benefits  owed  and  the  as- 
sets available  to  pay  those  benefits. 

In  1987,  the  Legislature  established  a 
schedule  to  retire  the  unfunded  pen- 
sion liability  by  the  year  2029.  In  1990, 
the  pension  system  was  only  42  per- 
cent funded.  But  by  the  start  of  1996, 
the  system  was  69  percent  funded,  and 
as  of  January  1  of  this  year.  Treasurer 
Joe  Malone  estimates  the  funding  level 
has  increased  to  approximately  75  per- 
cent. 

"Our  progress  toward  meeting  the 
goal  of  eliminating  the  unfunded  li- 
ability by  the  year  2029  is  far  closer 


today  than  ayone  ever  imagined  a 
few  short  years  ago,"  the  Treasurer 
said. 

This  significant  improvement  is  due 
to  better-than-expected  investment 
returns,  as  well  as  the  sacrifices  the 
Legislature  and  Governor  have  re- 
quired of  beneficiaries,  such  as  less 


FUNDING  LEVEL  OF 
MASSACHUSETTS  PENSION  SYSTEM 


69.0% 


1/1/93 


1/1/94 


1/1/95 


1/1/96 


frequent  cost  of  living  allowances  for 
retirees,  higher  contribution  rates  for 
new  employees  and  lower  and  fewer 
raises  for  active  employees. 

Malone  said  the  fund  is  in  a  stronger 
position  to  provide  annual  cost  of  liv- 
ing increases  to  state  retirees,  some- 
thing they  have  received  only  twice 
since  1991,  and  he  called  on  the  Leg- 
islature to  commit  to  annual  COLAs. 

"We  should  allow  our  pensioners  to 
share  in  the  progress  we  have  made 
by  providing  them  with  automatic 
COLAs  each  and  every  year,"  the 
Treasurer  said . 


Treasurer  Joe  Malone 
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MAIN  STREET  INITIATIVE  RESULTS  IN  CREATION  OF 

1,500  NEW  JOBS 


More  than  $37  million  has  been  loaned  out  to 
small  businesses  in  Massachusetts  under  the 
Main  Street  initiative  involving  the  State 
Treasurer's  Office,  the  Small  Business  Admin- 
istration and  local  banks.  Overall,  the  lending 
was  responsible  for  creating  1,489  new  jobs  in 
the  Commonwealth. 

Under  the  program,  the  Treasurer's  Office  has 
allocated  $50  million  to  reimburse  local  lend- 
ing institutions  dollar-for-dollar  with  depos- 
its of  state  funds  for  small  business  loans  made 
through  the  Small  Business  Administration's 
LowDoc  Loan  Program,  which  cuts  red  tape 
and  paperwork. 

In  the  15-month  period  ending  Dec.  31,  1996, 
Malone  said  more  than  $37.5  million  has  been 
deposited  in  Massachusetts  banks,  which 
matches  the  volume  of  the  753  LowDoc  loans 
made  during  that  time. 

"We  are  putting  the  state's  money  to  work  to 
help  small  businesses  grow  and  create  jobs,  all 
without  costing  the  taxpayers  a  dime,"  said 
Malone.  "This  is  an  example  of  how  we  can 
make  Massachusetts  a  better  place  to  live  and 
work  by  creatively  using  the  resources  of  state 


government." 

Since  the  program  went  into  effect,  Malone  said 
182  loans,  or  approximately  24  percent  of  the 
total,  have  gone  to  women-owned  businesses 
and  he  encouraged  other  female  entrepreneurs 
who  want  to  start  or  expand  a  business  to  ap- 
ply 


SEE  OPPOSITE  PAGE  FOR  LIST  OF 
PARTICIPATING  BANKS 


The  SBA's  LowDoc  Loan  Program  is  designed 
for  small  businesses  that  are  seeking  a  loan  of 
$100,000  or  less.  All  that  is  required  of  borrow- 
ers is  that  they  fill  out  a  simple,  one-page  appli- 
cation form  at  a  participating  bank.  Decisions 
on  completed  loan  applications  are  made  within 
three  days. 

Every  three  months,  the  Treasurer's  Office  re- 
views LowDoc  lending  by  Massachusetts  banks 
and  offers  to  deposit  an  amount  equivalent  to 
the  small  business  lending  the  institution  con- 
ducted in  the  prior  quarter.  For  more  informa- 
tion, call  the  Treasurer's  office  at  617-367-6900. 


PENSION  FUND  MERGER  RESULTS  IN  GREATER  SAVINGS 

THAN  ORIGINALLY  EXPECTED 


annual  savings  are  closer  to  $17  million. 


The  merger  of  the  state's  two  pension  funds 
has  resulted  in  greater  savings  than  originally 
expected. 

Eliminating  the  two-fund  structure  that  existed 
prior  to  1997  was  originally  thought  save  the 
retirement  system  $12  million  a  year,  or  $1  mil- 
lion per  month,  in  unnecessary  expenses. 
However,  updated  figures  show  the  actual 


"Massachusetts  was  the  only  state  in  the  na- 
tion that  had  two  separate  funds  investing 
money  for  the  same  set  of  beneficiaries,"  said 
Treasurer  Malone.  "It  was  pretty  clear  to  me 
that  this  structure  simply  didn't  make  sense  as 
it  was  wasteful  and  inefficient  and  made  it 
much  more  difficult  to  coordinate  long-term  in- 
vestment policies." 
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STATE  REVENUES  THROUGH  JANUARY  1997  TOTAL 

$7.18  BILLION 


Revenue  collections  for  the  first  seven  months  of 
Fiscal  Year  1997  total  $7.18  billion,  up  $548  million 
or  8.3  percent  over  the  same  period  last  year.  Year- 
to-date  collections  are  running  above  the  range  of 
what  is  required  to  balance  the  $17  billion  state 
budget. 

Led  by  higher  than  expected  income  and  sales  tax 
collections,  1997  revenues  have  shown  steady 
growth.  As  a  result,  the  Department  of  Revenue 
has  revised  its  official  revenue  estimate  for  the  year 
upward  by  $184  million. 

Through  January  1997,  year-to-date  income  tax  col- 
lections are  $4.12  billion,  $324.9  million  or  8.6  per- 
cent higher;  withholding  tax  collections  total  $3.37 


billion,  up  $230  million  or  7.3  percent;  sales  and  use 
tax  collections  are  $1 .72  billion,  an  increase  of  $173.7 
million  or  11 .3  percent  higher;  and  corporate  tax  col- 
lections are  $367.1  million,  $11 .7  million  or  3.3  per- 
cent higher. 


Year-To-Date  (July-January) 

FY96 

FY97 

Total  for  Budget 

$6,631,617 

$7,179,182 

Change  FY96-FY97 

Amount 

Percent 

$547,565 

8.3% 

MOVEMENT  AFOOT  TO  ABOLISH  COUNTY  GOVERNMENT 


The  recent  default  by  Middlesex  County  on  a  $4.5 
million  note  has  led  to  calls  for  the  abolition  of 
cotmty  government,  which  has  long  been  criticized 
as  an  unnecessary  layer  of  bureaucracy  that  is  rarely 
accountable  to  the  taxpayers. 

On  January  7,  the  Governnor  filed  legislation  for 
eliminating  the  350-year-old  county  government 
system. 

Middlesex  County  has  approximately  $17  million 
in  unpaid  bills,  and  several  creditors  have  filed  suit 
to  recover  their  money.  But  Middlesex  is  not  the 
only  financially- troubled  county  in  Massachusetts. 

Currently,  there  are  no  incentives  for  county  gov- 
ernments to  reduce  or  control  their  spending  since 
the  state  is  already  funding  most  of  county  opera- 
tions. Furthermore,  over  the  last  six  years,  there 
has  been  22  state  bailouts  due  to  operating  deficits 
in  seven  counties,  costing  approximately  $25  mil- 
lion. 

Counties  have  the  ability  to  roll  over  operating  defi- 
cits from  year  to  year,  thus  making  the  realiability 
of  their  financial  reporting  vague.  However, 


through  streamlining  made  possible  by  a  state  take- 
over of  county  functions,  there  appears  to  be  an 
opportunity  for  significant  administrative  savings. 

Under  the  Governor's  bill,  all  counties  will  be  abol- 
ished effective  July  1998,  and  their  essential  func- 
tions transferred  to  the  state.  The  state  will  then 
assume  all  the  assets  and  liabialities  of  the  coun- 
ties. In  addition,  the  legislation  would: 

□  Transfer  the  Registries  of  Deeds  to  the  Secretary 
of  State's  Office  in  July,  1997.  Registrars  will  con- 
tinue to  be  elected  until  the  year  2000,  at  which  time 
the  position  will  convert  to  appointed  six-year 
terms. 

□  The  State  Auditor  will  determine  the  extent  to 
which  county  liabilities  exceed  assets  and  establish 
an  amortization  schedule  for  retirement  of  this  ex- 
cess, which  will  be  funded  by  a  temporary  continu- 
ation of  the  county  tax  for  a  period  of  up  to  20  vears. 

□  County  Sheriffs  will  remain  elected,  but  will  be- 
coming part  of  the  Executive  Office  of  Public  Safety 
under  a  new  Department  of  Regional  Corrections. 
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LOWDOC  LOAN  PROGRAM  PAR  TICIPANTS 


Andover  Savings  Bank 

3>/D,UUU 

Hudson  National  Bank 

$01  /,000 

Abington  Savings  Bank 

3)0/1 ,  /UU 

Lawrence  Savings  Bank 

Cjion  nnn 
$42y,000 

Asian  American  Bank  &  Trust  Company 

$60,000 

Lenox  Savings  Bank 

<r  -1  -1  c  nnn 
$1 1  5,U00 

Atlantic  Bank  and  Trust  Company 

$1 85,000 

Lexington  Savings  Bank 

coc  nnn 
$2d,U00 

Bank  of  Boston 

$3,246,360 

Lowell  Five  Cent  Savings  Bank 

ccoc  cnn 
$526,500 

Bank  of  Braintree 

$000,000 

Ludlow  Bank,  a  division  of  Albany  Savings 

c-i  Tn  nnn 
$1  00,OOU 

Bank  of  Canton 

(fee  r\r\o 
$00,OOU 

Luzo  Community  Bank 

<ccn  nnn 
$50,000 

Bank  of  Western  Massachusetts 
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Mechanics  Co-operative  Bank 
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Medford  Savings  Bank 
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Baybank 

$200,000 

Medway  Savings  Bank 
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$OcS,000 

Benjamin  Franklin  Savings  Bank 
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Mercantile  Bank  and  Trust  Company 
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Berkshire  County  Savings  Bank 
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Middlesex  Savings  Bank 
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Boston  Private  Bank  &  Trust  Company 
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Milford  National  Bank  and  Trust  Company 
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Bristol  County  Savings  Bank 
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Milbury  National  Bank 
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Broadway  National  Bank 
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National  Bank  of  Greece 
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Cambridge  Trust  Company 
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National  Grand  Bank  of  Marblehead 

c  -i  no  onn 
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Cape  Cod  Bank  &  Trust  Company 
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National  Bank  of  Fairhaven 

c^n  nnn 

Cape  Cod  Five  Cents  Savings  Bank 

$/U,UUU 

Newburyport  Five  Cents  Savings  Bank 

<r  1  Kn  nnn 

1  DU,UUU 

Century  Bank  &  Trust  Company 

$21 5,U00 

North  Adams  Hoosac  Savings  Bank 

CKn  nnn 

Citizens  Bank  of  Massachusetts 

iNonn  Miuuiesex  oavings  oanK 

ci^n  cnn 

Citizens-Union  Savings  Bank 

$o/4,U0U 

Norwood  Co-op  Bank 
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Commerce  Bank  &  Trust  Company 

$/yo,500 

Nortmark  Bank 

CKn  nnn 

Compass  Bank  for  Savings 

$1 30,000 

Orange  Savings  Bank 
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Danvers  Savings  Bank 

$1 ,2o/,4U0 

Park  West  Bank  and  Trust  Company 
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Dedham  Institution  for  Savings 
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People's  Savings  Bank  of  Brockton 
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Eastern  Bank 

$1dO,UOO 

Pittsfield  Co-operative  Bank 

CI  nn  nnn 

Edgartown  National  Bank 
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Plymouth  Savings  Bank 
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Enterprise  Bank  and  Trust  Company 

$1  ,105,4dU 

Randolph  Savings  Bank 

con  nnn 

»pOU,UUU 

Fall  River  Five  Cents  Savings  Bank 

$41 B, 000 

Reading  Co-Operative  Bank 

con7  7nn 

Family  Mutual  Savings  Bank 

KOCKianu  1  rusi  uompany 

41  n  fifin 
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Federal  Savings  Bank 

$  1  oo,uuu 

oaTeiy  runa  iNauonai  DariK 
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First  and  Ocean  National  bank 

cocc  nnn 
$265,000 

Salem  Five  Cents  Savings  Bank 
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First  Essex  Bank,  Fbb 

con  nnn 
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Sandwich  Co-operative  Bank 
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First  Essex  Savings  Bank 
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Savers  Co-operative  Bank 
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First  Federal  Savings  Bank  of  America 
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First  Massachusetts  Bank,  N.A. 
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First  National  Bank  of  Berkshires 
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Southbridge  Savings  Bank 
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First  National  Bank  of  Ipswich 
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First  Trade  Union  Savings  Bank  FbB 
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$1  /0,000 

State  Street  Bank  and  Trust 
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Fitchburg  Savings  Bank,  FSB 
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$50,000 

Unibank  for  Savings 
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Flagship  Bank  and  Trust  Company 

coDc  nnn 
$2o5,000 

United  Co-Operative  Bank 
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Fleet  Bank  of  Massachusetts 

$5,239,720 

United  Savings  Bank 

$209,400 

Florence  Savings  Bank 

$109,000 

US  Trust  Company 

$410,500 

Foxboro  National  Bank  of  Foxboro 

$357,000 

Wainwright  Bank  &  Trust  Company 

$491,000 

Foxboro  National  Bank  of  Foxborough 

$215,000 

Walpole  Co-operative  Bank 

$185,000 

Foxborough  Savings  Bank 

$405,000 

Warren  Five  Cents  Savings  Bank 

$451,000 

Framingham  Co-operative  Bank 

$274,000 

Webster  Five  Cents  Savings  Bank 

$103,161 

Great  Barnngton  Savings  Bank 

$100,000 

Westfield  Savings  Bank 

$418,000 

Greater  Boston  Bank,  A  Co-operative  Bank 

$171,000 

Weymouth  Savings  Bank 

$75,000 

Greenfield  Co-operative  Bank 

$234,000 

Woburn  National  Bank 

$250,000 

Greenfield  Savings  Bank 

$413,000 

Woronoco  Savings  Bank 

$50,000 

Hibernia  Savings  Bank 

$535,500 
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STATE  LOTTERY  CELEBRATES  25TH  ANNIVERSARY: 

SOME  FACTS  AND  FIGURES 


This  year  marks  the  25th  anniversary  of  the  pas- 
sage of  the  bill  that  created  the  lottery  to  provide  a 
source  of  revenue  for  the  351  cities  and  towns  of 
Massachusetts. 

Did  you  know  that: 

□  Massachusetts  has  the  most  efficient  lottery 
in  the  country  with  only  2.3  percent  of  sales  going 
toward  administrative  overhead.  The  national  av- 
erage is  8.8  percent. 

□  There  are  only  two  other  states  besides  Mas- 
sachusetts with  $3  billion  in  annual  lottery  sales. 
New  York  with  a  $142  million  operating  budget  and 
Texas  with  a  $195  million  operating  budget.  Mas- 
sachusetts has  a  lottery  budget  of  $70  million,  which 
is  less  in  each  case  by  more  than  50  percent. 

□  The  lottery  workforce  has  gone  from  535 
employees  in  1991  to  430  employees  today.  An  ad- 
ditional 40  jobs  will  be  eliminated  this  year,  which 
will  bring  the  number  of  employees  to  390  -  a  total 


reduction  of  nearly  30  percent. 

□  The  lottery  annually  returns  more  than  $660 
million  to  the  cities  and  towns  of  Massachusetts,  which 
keeps  property  taxes  stable  and  pays  for  important 
local  services  like  police  and  fire  protection  and  our 
schools. 

□  Over  the  past  seven  years,  the  lottery  has 
achieved  growth  in  net  lottery  revenues  averaging  4.8 
percent  a  year.  In  the  seven  years  prior  to  1991  net 
revenues  grew  an  average  of  23  percent  a  year. 

□  Prior  to  1994,  the  lottery  never  suspended  an 
agent  for  selling  to  minors.  Now,  agents  are  being  sus- 
pended -  more  than  100  at  last  count.  The  lottery  also 
has  a  new  "three  strikes  and  you're  out"  policy  for 
agents  who  sell  to  minors. 

□  In  1991  none  of  the  lottery's  paper  products 
were  made  of  recycled  paper.  Today,  virtually  all  of 
the  lottery's  game  products  and  printed  materials  are 
made  of  recycled  paper. 


Operating  Expenses  as  a  Percentage  of  Sales 


Fiscal  Year  Net  Revenues 
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4.0% 

3.5% 

3.0% 
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FY91  FY92  FY93  FY94  FY95  FY96 

Costs  have  gone  down  


$700 


$600 


$500 


$642 


$662 


FY91  FY92  FY93  FY94  FY95  FY96 

....As  revenues  to  cities  and  towns  increased 


QUESTIONS,  COMMENTS  OR 
SUGGESTIONS  REGARDING 
THE  FISCAL  UPDATE  MAYBE  SENT  TO: 


Fiscal  Update  c/o 
Treasurer  Joe  Malone 
State  House,  Room  227,  Boston,  MA  02133 
(617)  367-6900  (ext.  604) 


Please  visit  our  web  site— www.state.ma.us/treasury/ 
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STATE  PENSION  FUND  RANKED  #7  IN  NATION; 
DRAMATIC  TURNAROUND  IN  PERFORMANCE 


The  state  pension  fund  was  ranked 
number  one  in  its  class  in  terms  of 
public  pension  funds'  investment 
performance  for  the  two-year  period 
ending  June  30,  1997,  according  to  a 
national  ranking  service. 


Treasurer  Joe  MaloneValled  the  turn- 
around in  the  fund  "one  of  the  great 
success 
stories  of 
state  gov- 
ernment." 


fund  returned  15.4  percent  and  15.2 
percent  respectively,  achieving  a 
rank  in  the  top  three  percentile 
among  public  funds  for  both  periods. 
On  a  one-year  basis,  PRIT  returned 
21 .8  percent  for  a  ranking  in  the  top 
15th  percentile,  and  for  three  years 
the  fund  was  ranked  in  the  top  21st 
percentile  with  a  return  of  18.6  per- 
cent. 


l\Year 

2  Year 

3  Year 

4  Year 

5  Year 

Return 

21.8 

20.5 

18.6 

15.4 

15.2 

Percentile 
Rank 

15 

1 

21 

3 

3 

All  figures  for  period  ending  June  30, 1997 

The  $21 
billion 
Massachu- 
setts Pen- 
sion Re- 
serves In- 
vestment 

Trust  (PRIT)  returned  20.5  percent  for 
the  two  year  period,  earning  it  a  rank- 
ing in  the  top  one  percent  of  public 
pension  funds  in  the  Trust  Universe 
Comparison  Service  (TUCS)  report, 
which  compiles  returns  provided  by 
all  master  trust  and  custodial  banks 
in  the  United  States. 

"When  I  began  my  first  term  almost 
seven  years  ago,  the  PRIT  fund  was 
at  rock  bottom  in  terms  of  perfor- 
mance relative  to  other  public  pen- 
sion funds.  Today,  we  are  among  the 
best  in  the  country,"  Malone  said. 

The  PRIT  fund's  returns  for  other  pe- 
riods ending  June  30  were  also  im- 
pressive. 

For  the  four  and  five  year  period,  the 


When 
Trea- 
surer 
Malone 
took 
over  the 
pension 
fund  in 
19  9  1, 
the  fund 

was  consistently  underperforming. 
In  fact,  the  TUCS  survey  ranked  the 
PRIT  fund  in  the  100th  percentile  for 
the  one-year  period  ending  June  30, 
1991. 

In  addition  to  problems  with  perfor- 
mance, Massachusetts  was  the  only 
state  in  the  nation  that  had  two  sepa- 
rate pension  funds  investing  money 
for  the  same  set  of  beneficiaries  -  an 
inefficient  structure  that  led  to  waste- 
ful  duplication.  At  Treasurer 
Malone's  urging,  the  Legislature  last 
year  abolished  the  old  Massachusetts 
State  Teachers  and  Retirement  Sys- 
tems (MASTERS)  Trust  and  trans- 
ferred all  its  assets  to  PRIT,  a  move 
that  will  save  nearly  $100  million 
over  the  next  five  years. 


TREASURY  SPENDS  LESS  AGAIN  ON  ITS  OPERATIONS; 
TOTAL  REDUCTION  AT  55  PERCENT 


The  State 
Treasurer's  office 
continued  its 
streak  of  spending 
less  as  its  operat- 
ing budget  once 
again  declined  in 
Fiscal  Year  1997, 
making  it  55  per- 
cent smaller  than  it 
was  before  Trea- 
surer Joe  Malone 
was  first  elected  to 
office. 

Total  spending  on 
Treasury  adminis- 
trative, bank  fee 
and  Retirement 
Board  accounts  to- 
taled $7.6  million, 

marking  the  seventh  consecutive  year  that  Malone 
has  spent  less  on  his  operation  than  was  spent  the 
prior  year. 

Malone  sent  back  a  check  for  $700,000  to  the  state's 


Retirement 

Treasury  &  Bank  Fees 


Fiscal 
Year 
1989 


Year 
1990 


f-iscal  t-iscal  Fiscal 
Year  Year  Year 
1991       1992  1993 


Fiscal 

Year  Year 
1994  1995 


Fiscal 
Year 
1996 


Fiscal 
Year 
1997 


coffers,  rep- 
resenting 
the  unspent 
portion  of 
his  FY97  ap- 
propriation. 


The  savings 
in  the  Trea- 
sury budget 
come  from 
all  comers  of 
the  opera- 
tion, includ- 
ing lower 
bank  fees 
and  check 


processing 
costs,  in- 
creased au- 
tomation and  a  smaller  workforce.  Before  Malone  ar- 
rived in  office,  there  were  325  employees.  Today,  there 
are  125. 


ANOTHER  BOND  REFUNDING  COMPLETED; 
TOTAL  SAVINGS  SINCE  1992  NEARLY $300  MILLION 


Massachusetts  will  achieve  $26.1  million  in  bud- 
getary savings  through  a  bond  refunding  in  July 
conducted  by  the  Treasurer's  office. 

Since  1992,  the  Treasury  has  conducted  eight  re- 
funding transactions,  replacing  more  than  $4.4  bil- 
lion of  higher  rate  debt  with  lower  rate  debt.  Com- 
bined, these  transactions  have  produced  $299  mil- 
lion in  budgetary  relief  in  the  form  of  lower  debt 
service  payments. 

In  the  most  recent  refunding,  the  Commonwealth 
issued  $897.1  million  of  bonds,  including  $647.1 
million  of  refunding  bonds  and  $250  million  in  new 
general  obligation  debt. 


"By  taking  advantage  of  favorable  market  conditions, 
these  refunding  transactions  have  provided  substan- 
tial budgetary  savings  for  the  people  of  Massachu- 
setts. This  is  another  example  of  how  government 
can  do  more  by  being  smarter  and  more  efficient 
without  costing  the  taxpayers  a  dime,"  said  Treasurer 
Joe  Malone. 

The  bonds,  rated  Al  by  Moody's  Investors  Service 
and  A-plus  by  Standard  &  Poor's  and  Fitch  Inves- 
tors Service,  were  sold  by  an  underwriting  team  led 
by  Goldman  Sachs  &  Co. 
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AMERICAN  DREAM  PROGRAM  BRINGS  MASS  A  CHUSETTS 
FAMILIES  MORE  CHANCES  TO  OWN  HOMES 


The  nationally-recognized 
American  Dream  Pro- 
gram now  offers  a  new  3 
percent  downpayment 
component,  and  Treasurer 
Joe  Malone  has  allocated 
another  $250  million  in 
new  funds  to  help  families 
obtain  affordable  mort- 
gages. 

The  program  has  pro- 
vided more  than  $300  mil- 
lion in  home  financing 
since  1991,  making  the 
homeownership  dream  a 
reality  for  over  3,000  Mas- 
sachusetts families. 

Several  enhancements  to 
the  American  Dream  Pro- 
gram make  it  even  more 
attractive  to  borrowers. 

In  addition  to  a  lower  3 
percent  downpayment, 
the  program  has  increased 
income  eligibility  for  all 
borrowers  to  135  percent 
of  median  income  in  their 
area.  In  Boston,  for  ex- 
ample, 135  percent  of  me- 
dian income  translates  to 
$80,000.  The  program  also 
helps  lower  borrowers' 
costs  by  letting  the  prop- 
erty seller  pay  up  to  3  per- 
cent of  the  property's 
value  toward  closing  costs 
and/ or  prepaids. 


The  program  works  this 
way:  Participating  lenders 
offer  home  financing  to 
borrowers  who  meet  income  guidelines  and  need 
assistance  with  downpayment  and  closing  costs. 
Freddie  Mac  then  purchases  the  loans  and  pack- 


Fifteen  Freddie-Mac  approved  lenders  are  participating 
in  the  American  Dream  Program  and  can  provide 
applications  and  information  to  interested  borrowers. 
They  are: 

Lender 

Phone 
Number 

Abington  Savings  Bank 

617-982-3229 

Cambridge  port  Bank 

800-942-4449 

DeWolfe  Mortgage  Services 

617-863-8585 

Eastern  Bank 

508-740-6200 

Eastern  Mortgage  Services 

800-524-6660  or 
800-465-0550 

First  Eastern  Mortgage  Corporation 

800-770-2240 

First  Essex  Bank,  FSB 

508-681-7500 

GMAC  Mortgage  Corporation 

800-292-4622  or 
508-888-9013 

Lee  Bank 

413-243-0117 

Milford  Federal  Savings  and  Loan  Assn. 

508-634-2500 

Rockland  Trust  Company 

800-295-8400 

Salem  Five  Mortgage  Corporation 

508-740-5233 

SIS  Bank 

413-748-8400 

Stone  ham  Co-operative  Bank 

617-721-6200 

Warren  Five  Cents  Savings  Bank 

508-524-2046 

ages  them  into  securities  for  sale  to  the  $20  billion 
Massachusetts  Pension  Reserves  Investment  Trust, 
the  statewide  pension  fund. 
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U,  PLAN  ENROLLMENT  IS  UP  17  PERCENT 


Enrollment  in  the  U.  Plan,  the  state- 
guaranteed,  pre-paid  tuition  sav- 
ings program,  increased  by  5,680 
new  investors  in  1997,  bringing  the 
total  number  of  participants  to  over 
39,000  and  the  total  sum  invested  to 
more  than  $63  million. 

Eight  new  colleges  joined  the  plan 
this  year,  bringing  the  total  number 
of  participating  schools  to  83,  up 
from  75  last  year  and  67  when  the 
program  first  started  in  1995.  The 
latest  institutions  to  join  are  Boston 
College,  Bentley  College,  Emerson 
College,  Emmanuel  College,  Mount 
Ida  College,  the  Boston  Conserva- 
tory, School  of  the  Museum  of  Fine 
Arts  and  the  New  England  Conser- 
vatory. 

The  U.  Plan  is  unique  among  pre- 
paid tuition  savings  programs  be- 
cause it  locks  in  tomorrow's  tuition 
at  today's  prices  through  the  use  of 
an  inflation-indexed  bond  devel- 
oped by  the  Treasurer's  office.  The 
program  requires  no  annual  fund- 
ing from  the  state. 

The  U.  Plan  has  received  favorable 
mention  in  Forbes,  Kiplinger's  Per- 
sonal Finance  and  Smart  Money 
magazines. 

The  way  the  plan  works  is  simple: 
If  you  were  to  invest  $5,000  this  year, 
and  that  represented  50  percent  of  a 
participating  college's  tuition  for  the 
coming  year,  your  investment  will 
cover  50  percent  of  whatever  the  tu- 
ition is  in  the  year  your  child  starts 
school. 

The  program  is  administered  by  the 
Massachusetts  Educational  Financ- 
ing Authority  and  is  available 
through  Fleet  Bank. 


1997  U.  Plan  Participating  Colleges  and  Uni^  ersitiesi 

American  International  College 

Marian  Court  College 

Amherst  College 

Massachusetts  Bay  Community  College 

Anna  Maria  College 

Massachusetts  College  of  Art 

Art  Institute  of  Boston 

Massachusetts  Maritime  Academy 

Assumption  College 

MassasoU  Community  College 

Babson  College 

Merrimack  College 

Bay  Path  College 

Middlesex  Community  College 

Bay  State  College 

Mortserrat  College  of  Art 

Bentley  College 

Mount  Holyoke  College 

Berklee  College  of  Music 

Mount  Ida  College 

Berkshire  Community  College 

Mount  Wachusett  Community  College 

Boston  College 

Newbury  College 

Boston  Conservatory,  The 

New  England  Conservatory  of  Music 

Boston  University 

Nichols  College 

Bradford  College 

North  Adams  State  College 

BrWewater  State  College 

North  Shore  Community  College 

Bristol  Community  College 

Northeastern  University 

Bunker  Hill  Community  College 

Northern  Essex  Community  College 

Cape  Cod  Community  College 

Pine  Manor  College 

Clark  University 

Quinsigamond  Community  College 

College  of  Our  Lady  of  the  Elms 

Regis  College 

College  of  the  Holy  Cross 

Roxbury  Community  College 

Curry  College 

Salem  State  College 

Dean  College 

School  of  the  Museum  of  Fine  Arts 

Eastern  Nazarene  College 

Simmons  College 

Emerson  College 

Smith  College 

Emmanuel  College 

Springfield  College 

Endicott  College 

Springfield  Technical  Community  College 

Fisher  College 

Stone  hill  College 

Fitchburg  State  College 

Suffolk  University 

Frarrsngham  State  College 

University  of  Massachusetts-Amherst 

Franklin  Institiie 

University  of  Massachusetts-Boston 

Gordon  College 

University  of  Massachusetts-Dartmouth 

Greenfield  Community  College 

University  of  Massachusetts-Lowell 

Hampshire  College 

Wellesley  College 

Hebrew  College 

Wertworth  Institute  of  Technoksgy 

Hellenic  College 

Western  New  England  College 

Holyoke  Community  College 

Westfield  State  College 

Laboure  College 

Wheaton  College 

Lasell  College 

Wheelock  College 

Lesley  College 

Worcester  Polytechnic  Institute 

Worcester  State  College 

Bold  and  Italics  denotes  new  schools 
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MASSACHUSETTS  LOTTERY  SETS  RECORD  FOR  EFFICIENCY; 
PROFITS  GROW  FASTER  THAN  SALES  IN  FY97 


The  Massachusetts  State 
Lottery  set  a  new  record 
for  efficiency  in  Fiscal  Year 
1997,  driving  down  its  ex- 
penses as  a  percentage  of 
sales  to  2.2  percent  -  the 
lowest  of  any  lottery  in  the 
nation. 

Gross  lottery  sales  in  FY97 
increased  5.1  percent  to 
$3.2  billion,  while  net  rev- 
enues -  the  amount  avail- 
able for  distribution  to  the 
state  and  cities  and  towns 
-  grew  5.8  percent  to  ap- 
proximately $700  million, 
a  $38  million  increase  over 
the  prior  year. 

This  better-than-expected 
performance  resulted  in 
an  additional  $20  million 
in  lottery  aid  distributed 
to  cities  and  towns. 


U.S.  lotteries  ranked  by  FY96  expenses  as  a  percent  of  total 
revenues.  Massachusetts  reduced  its  expense  to  sales  ratio  to  2.2% 
in  the  just-ended  FY97  yean 


Administrative  costs  as  a 
percentage  of  sales  were 
2.2  percent,  almost  half  the 
4.1  percent  level  that  ex- 
isted in  1991 .  By  operating 

at  the  lower  2.2  percent  rate.  Treasurer  Joe  Malone 
said  $60  million  that  would  otherwise  have  been 
spent  on  overhead  instead  went  back  to  the  people 
of  Massachusetts. 

The  two  other  states  besides  Massachusetts  that 
generate  in  excess  of  $3  billion  a  year  in  lottery  rev- 


enues are  New  York 
and  Texas,  which 
have  expense  to 
sales  ratios  of  5  per- 
cent and  6.6  percent, 
respectively. 

Sam  DePhillippo, 
the  Lottery's  execu- 
tive director,  said 
the  improved  profit 
picture  is  the  result 
of  a  number  of  man- 
agement initiatives. 

DePhillippo  said 
one  of  the  biggest 
boosts  to  the  bottom 
line  came  from  au- 
tomated settlement 
of  instant  ticket  re- 
ceivables, which 
helped  identify  out- 
standing monies 
due  the  Common- 
wealth. He  also 
cited  a  reduction  in 
overtime,  a 
downsizing  in  the 
fleet  of  cars  and  the 
development  of  The 
Big  Game  as  contributing  to  profit  growth. 

"In  a  period  of  slower  sales  growth,  the  only  way  to 
increase  the  bottom  line  to  cities  and  towns  is  through 
management  initiatives,  and  we  will  aggressively 
pursue  opportunities  to  become  even  more  efficient," 
DePhillippo  said. 


Rark 

Lottery 

Expenses  as 
%  M  Total 
Revenies 

Rank 

Lotteiy 

Expenses  as 
%  of  Total 
Revenies 

1 

Massachusetts 

2.3% 

20 

New  Hampshire 

8.7% 

2 

New  Jersey 

2.9% 

21 

Colorado 

8.7% 

3 

Oannecticut 

4.2% 

22 

Arizona 

9.3% 

4 

N/&chigan 

4.4% 

23 

Oregan  (2) 

9.4% 

5 

Pennsylvania 

4.6% 

24 

California 

9.4% 

6 

New  York 

5.0% 

25 

Mssouri 

9.4% 

7 

Maryland 

5.1% 

26 

Louisiana 

9.9% 

8 

Dlinois 

5.3% 

27 

N/Gnnesota 

10.3% 

9 

Florida 

5.8% 

28 

Delaware 

10.5% 

10 

\fermont 

6.0% 

29 

DC. 

10.7% 

11 

Wisconsin 

6.1% 

30 

Kansas 

11.1% 

12 

Texas 

6.6% 

31 

Ufest  Virginia  (2) 

11.4% 

13 

Virginia 

6.9% 

32 

Maine 

11.8% 

14 

Rhode  Island  (2) 

7.0% 

33 

Idaho 

12.3% 

15 

Georgia 

7.0% 

34 

Iowa 

13.6% 

16 

bidiana 

7.5% 

35 

Nebraska 

15.0% 

17 

Ohio 

7.6% 

36 

South  Dakota  (2) 

19.0% 

18 

Kertucky 

8.1% 

37 

New  Mexico 

19.6% 

19 

U&shin^on 

8.5% 

38 

Montana 

20.4% 

QUESTIONS,  COMMENTS  OR 
SUGGESTIONS  REGARDING 
THE  FISCAL  UPDATE  MAYBE  SENT  TO: 


Fiscal  Update  c/o 
Treasurer  Joe  Malone 
State  House,  Room  227,  Boston,  MA  02133 
(617)  367-6900  (ext.  604) 


Please  visit  our  web  site— www.state.ma.us/treasury/ 
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